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CHAPTER  II— FEDERAL  RAILROAD 

ADMINISTRATION,  DEPARTMENT 
OF  TRANSPORTATION 

[Dockrt  No.  76-02] 

PART  260— REGULATIONS  GOVERN¬ 
ING  SECTION  511  OF  THE  RAIL¬ 
ROAD  REVITALIZATION  AND  REG¬ 
ULATORY  REFORM  ACT  OF  1976, 
AS  AMENDED 

Revision  of  Regulations 

AGENCY:  Federal  Railroad  Adminis¬ 
tration  (FRA),  DOT. 

ACTTION:  Revisions  to  final  rule. 

SUMMARY:  The  Federal  Railroad 
Administration  is  revising  the  regula¬ 
tions  under  the  Railroad  Revitaliza¬ 
tion  and  Regulatory  Reform  Act  of 
1976  covering  the  program  under 
which  financial  assistance  is  granted 
to  railroads  through  the  guarantee  of 
obligations.  These  amendments  make 
the  regulations  consistent  with  provi¬ 
sions  concerning  redeemable  prefer¬ 
ence  shares  and  clarify,  without 
changing  in  a  material  way,  the  re¬ 
quirements  contained  in  the  regula¬ 
tions.  These  regulations  have  been 
amended  on  numerous  occasions  since 
their  initial  publication  and  are  being 
republished  in  their  entirety  for  the 
convenience  of  potential  applicants. 

EFFECTIVE  DATE:  April  7,  1978. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Principal  attorney:  Jeffrey  K. 
Mercer,  202-426-7737;  or  Principal 
program  person:  William  E.  Loftus, 
202-426-9657, 

SUPPLEMENTARY  INFORMATION: 
On  October  8,  1976,  the  Federal  Rail¬ 
road  Administrator  (“Administrator”) 
published  in  the  Federal  Register  (41 
FR  44577)  final  regulations  governing 
section  511  of  the  Railroad  Revitaliza¬ 
tion  and  Regulatory  Reform  Act  of 
1976,  subsequently  amended,  covering 
the  guarantee  of  obligations.  These 
regulations  were  subsequently  amend¬ 
ed  on  December  10,  1976  at  41  FR 
53996,  on  January  25,  1977  at  42  FR 
4652,  and  on  March  10,  1977  at  42  FR 
13278.  This  document  further  amends 
those  regulations  to  make  them  con¬ 
sistent  with  the  regulations  in  49  CFR 
Part  258. 

Most  of  the  changes  to  the  regula¬ 
tions  made  by  these  revisions  are  lan¬ 
guage  changes  intended  to  clarify  the 
regulations.  This  is  particularly  true 
of  changes  to  Subpart  C  of  the  regula¬ 
tions,  Procedures  for  Computing  the 
Internal  Rate  of  Return  (“IRR”)  on 
Projects.  In  addition  to  language 
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changes  for  clarification,  the  following 
changes  have  been  made  in  the  revised 
rules: 

1.  Section  260.7(a)(7)(i)  is  amended 
to  require  separate  internal  rate  of 
return  computations  for  each  project 
part  that  (A)  accounts  for  a  significant 
portion  of  the  total  investment  for 
which  Federal  assistance  is  sought, 
and  (B)  produces  approximately  the 
same  cash  flow  impacts  regardless  of 
whether  the  remainder  of  the  project 
is  undertaken.  This  was  required  indi¬ 
rectly  by  the  definition  of  "project” 
formerly  contained  in  section 
260.33(d),  which  is  deleted  by  these  re¬ 
visions. 

2.  Section  260.7(a)(12)  is  amended 
and  an  appendix  is  added  to  Subpart  A 
to  provide  more  specific  guidance  as  to 
the  contents  of  applicant’s  asse.ssment 
of  the  impact  of  the  project  on  the  en¬ 
vironment  and  to  make  the  require¬ 
ment  consistent  with  the  requirement 
under  part  258  concerning  redeemable 
preference  shares. 

3.  Section  260.7(a)(13)  Ls  amended  to 
require  the  posting  of  notice  of  an  ap¬ 
plication,  includiiig  a  brief  description 
of  the  project,  on  bulletin  boards  con¬ 
venient  to  interested  employees  of  the 
railro^.  This  change  is  also  consistent 
with  the  regulations  concerning  re¬ 
deemable  preference  shares. 

4.  Section  260.9  is  amended  to  re¬ 
quire  all  forecasted  data  provided  in 
the  exhibits  to  be  based  on  the  as¬ 
sumption  that  the  project  will  be 
funded  on  the  January  1  next  follow¬ 
ing  the  date  of  the  application. 

5.  Sections  260.9  (c),  (e),  and  (g)  are 
amended  to  conform  to  the  require¬ 
ments  under  part  258  concerning  re¬ 
deemable  preference  shares. 

6.  Section  260.35(b)  is  amended  to 
provide  that  the  impact  of  state  and 
local  taxes  need  be  included  in  the 
IRR  computations  only  if  such  taxes 
substantially  affect  the  IRR  of  the 
project. 

Regulatory  Review 

The  impact  of  section  511  assistance, 
including  the  inflationary  impact  of 
the  regulations,  was  fully  considered 
prior  to  publication  of  the  initial  regu¬ 
lations  on  October  8.  1976.  The 

amendment  provided  herein  will  not 
affect  the  overall  costs  or  benefits  of 
the  program  as  it  was  set  forth  in  the 
initial  regulations.  Accordingly,  an 
evaluation  of  the  expected  impact  of 
the  regulations  pursuant  to  the  De¬ 
partment  of  Transportation  Policies  to 
Improve  Analysis  and  Review  of  Regu¬ 
lations  (41  FR  16200)  is  not  required. 

In  consideration  of  the  foregoing,  49 
CPR  Part  260  is  revised  as  set  forth 
below. 


Dated:  March  30,  1978. 

John  M.  Sullivan, 
Administrator,  Federal 
Railroad  Administration. 

Subport  A — Frocoduret  for  AppHcotien  for 
Commitmont  to  Oworontoo  or  Gvoronioo  of 
ObligatiorM 

See 

260.1  Applicability. 

260.3  Definitions. 

260.5  EligibUity. 

260.7  Form  and  content  of  application. 
260.9  Required  exhibits. 

260.11  Preapplication  and  application  pro¬ 
cedure. 

260.13  Information  requests. 

260.15  Waivers  and  modifications. 
Appendix— Environmental  Assessments. 

Swbport  B — Stondordt  for  Mointonnneo  of  Fo- 
cilHiof  by  Rocipiontt  of  Oblipotion  Guoron- 

t—% 

260.17  Applic.*ibility. 

260.19  Definitions. 

260.21  Standards. 

260.23  Inspection  and  retrarting. 

260  25  Waiver. 

260.27  Impact  on  other  laws. 

260.29  Penalties. 

Subpart  C — Frocodurot  for  Computirtg  tho 
Intomol  Roto  of  Rotvrrt  on  Fro(ftctt 

260.31  Applicability. 

260.33  Definitions. 

260.35  Procedures  to  be  followed  and 
format  to  be  utilized. 

Appendix  A— Selected  cash  flow  impacts. 
Appendix  B— Forms  to  be  used  in  comput¬ 
ing  IRR. 

Form  1— Analysis  of  capitalized  inve.stment. 
Form  II— Analysis  of  sale  or  retirement  of 
a.ssets. 

Form  III— Analysis  of  expenses  and  contri¬ 
bution  to  profit. 

Form  IV— ConsolirJation  of  cash  flows. 

Form  V— Computation  of  IRR. 

Aitthority:  Railroad  Revitalization  and 
Regulatory  Reform  Act  of  1976.  Pub.  L.  94- 
210,  90  Stat.  76.  February  5,  1976,  as  amend¬ 
ed  by  the  Rail  Traiisportation  Improvement 
Act.  Pub.  L.  94-555,  90  Stat.  2625,  October 
19,  1976;  the  Department  of  Transportation 
Act.,  49  U.S.C.  1651  et  seq..  Regulations  of 
the  Office  of  the  Secretary  of  Transporta¬ 
tion,  49  CFR  1.49(u). 

Subpart  A — Procedures  for  Applica¬ 
tion  for  Commitment  to  Guarantee 
or  Guarantee  of  Obligations 

§  260.1  Applicability. 

This  subpart  prescribes  the  proce¬ 
dures  governing  applications  for  a 
commitment  to  guarantee  or  a  guaran¬ 
tee  of  the  payment  of  the  principal 
balance  of,  and  any  Interest  on,  an  ob¬ 
ligation  of  an  applicant  under  section 
511  of  the  Railroad  Revitalization  and 
Regulatory  Reform  Act  of  1976,  as 
amended  (“Act”).  Applications  for  a 
commitment  to  guarantee  or  a  guaran¬ 
tee  of  obligations  of  the  Consolidated 
Rail  Corporation  for  electrification  of 
high-density  mainline  routes  must  be 
filed  in  accordance  with  these  proce- 
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dures,  as  provided  in  section  211(i)  of 
the  Regional  Rail  Reorganization  Act 
of  1973,  as  amended  (45  U.S.C.  721(i)). 
These  procedures  also  govern  applica¬ 
tions  for  a  commitment  to  guarantee 
or  guarantee  of  obligations  incurred 
for  the  purpose  set  forth  in  section 
517  of  the  Act,  Improvement  of  inter¬ 
city  rail  passenger  service  on  lines  of 
the  applicant  located  outside  the 
Northeast  Corridor,  being  the  proper¬ 
ties  acquired  by  the  National  Railroad 
Passenger  Corporation  pursuant  to 
Title  VII  of  the  Act  and  described  in 
section  701(a)(4)  of  the  Act. 

§  260.3  Derinitions. 

As  used  in  this  part— 

(a)  “Act”  means  the  Railroad  Revi¬ 
talization  and  Regulatory  Reform  Act 
of  1976  (Pub.  L.  94-210,  February  5, 
1976),  as  amended. 

(b)  “Administrator”  means  the  Fed¬ 
eral  Railroad  Administrator,  or  his 
delegate. 

(c)  “Applicant”  means  any  railroad, 
or  other  person  (including  a  govern¬ 
mental  entity)  that  submits  an  appli¬ 
cation  to  the  Administrator  for  the 
guarantee  of  an  obligation  under 
which  it  is  an  obligor  or  for  a  commit¬ 
ment  to  guarantee  such  an  obligation. 

(d)  “Commission”  means  the  Inter¬ 
state  Commerce  Commission. 

(e)  “Equipment”  means  any  type  of 
new  or  rebuilt  standard  gauge  locomo¬ 
tive,  caboose,  or  general  service  rail¬ 
road  freight  car  the  use  of  which  is 
not  limited  to  any  specialized  purpose 
by  particular  equipment,  design,  or 
other  features,  or  any  other  type  of 
car  designated  by  the  Administrator 
upon  a  written  finding  that  such  desig¬ 
nation  is  consistent  with  the  purposes 
of  the  Act.  General  service  railroad 
freight  car  includes  a  boxcar,  gondola, 
opentop  or  covered  hopper  car,  and 
flatcar. 

(f)  “Facilities”  means— 

(1)  Track,  roadbed,  and  related 
structures,  including  rail,  ties,  ballast, 
other  track  materials,  grading,  tun¬ 
nels,  bridges,  trestles,  culverts,  elevat¬ 
ed  structures,  stations,  office  buildings 
used  for  operating  purposes  only, 
repair  shops,  enginehouses,  and  public 
improvements  used  or  usable  for  rail 
service  operations: 

(2)  Communications  and  power 
transmission  systems,  including  elec¬ 
tronic,  microwave,  wireless,  communi¬ 
cation,  and  automatic  data  processing 
systems,  electrical  transmission  sys¬ 
tems,  powerplants,  power  transmission 
systems,  powerplant  machinery  and 
equipment,  structures,  and  facilities 
for  the  transmission  of  electricity  for 
use  by  railroads: 

(3)  Signals,  including  signals  and  in¬ 
terlockers: 

(4)  Terminal  or  yard  facilities,  in¬ 
cluding  trailer-on-flat-car  and  contain¬ 
er-on-flatcar  terminals,  express  or  rail¬ 
road  terminal  and  switching  facilities. 


and  services  to  express  companies  and 
railroads  and  their  shippers,  including 
ferries,  tugs,  carfloats,  and  related 
shoreside  facilities  designed  for  the 
transportation  of  equipment  by  water, 
or 

(5)  Shop  or  repair  facilities  or  any 
other  property  used  or  capable  of 
being  used  in  rail  freight  transporta¬ 
tion  services  or  in  connection  with 
such  services  or  for  originating,  termi¬ 
nating,  improving,  and  expediting  the 
movement  of  equipment. 

(g)  "FRA”  means  Federal  Railroad 
Administration. 

(h)  “Guarantee”  means  guarantee  or 
commitment  to  guarantee  unless  the 
context  in  which  it  is  used  indicates 
otherwise. 

(i)  “Including”  means  including  but 
not  limited  to. 

(j)  “Holder”  means  the  obligee  or 
creditor  under  an  obligation,  except 
that  when  a  bank  or  trust  company  Is 
acting  as  agent  or  trustee  for  such  an 
obligee  or  creditor  pursuant  to  an 
agreement  to  which  the  obligor  is  a 
part,  the  term  refers  to  such  bank  or 
trust  company. 

(k)  “Obligation”  means  a  bond,  note, 
conditional  sale  agreement,  equipment 
trust  certificate,  security  agreement, 
or  other  obligation  issued  or  granted 
to  finance  or  refinance  equipment  or 
facilities  acquisition,  construction,  re¬ 
habilitation  or  improvement. 

(l)  “Obligor”  means  the  debtor 
under  an  obligation,  including  the 
original  obligor  and  any  successor  or 
assignee  of  such  obligor  who  Is  ap¬ 
proved  by  the  Administrator. 

(m)  “Project”  means  the  use  of  the 
proceeds  of  the  obligation  for  which  a 
guarantee  or  guarantee  commitment  is 
sought. 

(n)  “Railroad”  means  a  common  car¬ 
rier  by  railroad  or  express  as  defined 
in  section  1(3)  of  Part  I  of  the  Inter¬ 
state  Commerce  Act  (49  U.S.C.  1(3)), 
including  the  National  Railroad  Pas¬ 
senger  Corporation  and  the  Alaska 
Railroad. 

(o)  “Trustee”  means  the  trustee,  or 
trustees  if  more  than  one  trustee  has 
been  appointed,  of  an  applicant  in 
bankruptcy. 

§  260.3  Eligibility. 

Under  section  511  the  Administrator 
may  guarantee  and  make  commit¬ 
ments  to  guarantee  the  payment  of 
the  principal  balance  of,  and  any  in¬ 
terest  on,  an  obligation  df  any  appli¬ 
cant  prior  to,  on,  or  after  the  date  of 
execution  or  the  date  of  disbursement 
of  such  obligation,  if  the  proceeds  of 
such  obligation  shall  be  or  have  been 
used  to  acquire  or  to  rehabilitate  and 
Improve  facilities  or  equipment,  or  to 
develop  or  establish  new  railroad  fa¬ 
cilities. 

§  260.7  Form  and  content  of  application. 

(a)  Each  application  shall  Include,  in 
the  order  indicated  and  identified  by 


applicable  section  numbers  and  letters 
corresponding  to  those  used  in  this 
part,  the  following  information: 

( 1 )  Pull  and  correct  name  and  princi¬ 
pal  business  address  of  the  applicant: 

(2)  Date  of  applicant’s  incorporation, 
or  organization  if  not  a  corporation, 
and  name  of  the  government,  state  or 
territory  under  the  laws  of  which  it 
was  incorporated  or  organized.  If  ap¬ 
plicant  is  a  trustee  then,  in  addition, 
the  name  and  address  of  the  reorgani¬ 
zation  court  under  the  direction  of 
which  applicant  is  acting,  and  the 
docket  number  of  the  proceeding.  If 
applicant  is  a  partnership,  association, 
or  other  form  of  organization  other 
than  a  corporation,  a  full  description 
of  the  organization  should  be  fur¬ 
nished: 

(3)  Name,  title,  and  address  of  the 
person  to  whom  correspondence  re¬ 
garding  the  application  should  be  ad¬ 
dressed: 

(4)  Certified  copy  of  proposed  or  ex¬ 
ecuted  obligation  agreement,  including 
and  related  agreements  of  other  docu¬ 
ments.  and  detailed  description  of  the 
obligation,  and  of  the  series  or  issue  of 
which  the  obligation  is  a  part,  includ¬ 
ing— 

(i)  Total  amount  of  the  obligation: 

(ID  Detailed  description  of  the  pro¬ 
ject  and  its  purpose  or  purposes,  in¬ 
cluding— 

(A)  A  description  of  all  facilities  or 
equipment  and  the  physical  condition 
of  such  facilities  or  equipment  includ¬ 
ed  in  or  directly  affected  by  the  pro¬ 
posed  project  and  a  description  of  the 
project: 

(B)  Each  part  or  sub-part  into  which 
the  project  may  reasonably  be  divided, 
the  priority  and  schedule  of  expendi¬ 
ture  for  each  part  or  sub-part: 

(C)  Estimated  timing  of  the  expendi¬ 
ture  of  the  proceeds  of  the  obligation: 
and 

(D)  Statement  of  w-hether  the  pro¬ 
ject  involves  another  railroad  or  other 
participant,  through  joint  execution, 
coordination,  or  otherwise:  if  so,  de¬ 
scription  of  the  relative  participation 
of  applicant  and  such  other  railroad  or 
participant,  including  statement  or  fi¬ 
nancing  arrangements  of  each  partici¬ 
pant,  portion  of  the  work  to  be  per¬ 
formed  by  each  participant,  and  con¬ 
templated  level  of  usage  of  the  equip¬ 
ment  or  facility  of  each  participant 
when  the  work  is  completed,  along 
with  a  statement  by  a  responsible  offi¬ 
cer  or  official  of  the  other  railroad  or 
participant  that  the  information  pro¬ 
vided  reflects  their  agreement  on 
these  matters: 

(lil)  Effective  date: 

(iv)  Schedule  for  repayment  of  prin¬ 
cipal: 

(v)  Description  of  the  security  to  be 
offered  the  Administrator  in  connec¬ 
tion  with  any  guarantee,  applicant’s 
opinion  of  the  value  of  this  security 
and  the  basis  for  such  opinion;  in  the 
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case  of  leased  equipment  to  be  reha¬ 
bilitated  or  improved  with  the  pro¬ 
ceeds  of  the  obligation  proposed  to  be 
guaranteed,  applicant  shall  state,  in 
addition  to  the  above,  whether  the 
lease  provides  for,  or  the  lessor  will 
permit,  encumbrance  of  the  leasehold 
or  subordination  of  the  lessor's  inter¬ 
est  in  the  equipment  to  the  Adminis¬ 
trator. 

(vi)  Where  the  obligation  for  which 
a  guarantee  is  sought  is  outstanding, 
actual  effective  rate  of  interest;  or 
where  the  applicant  has  discussed 
with  a  potential  holder  the  terms  of 
an  obligation  to  be  issued,  the  pro¬ 
posed  effective  rate  of  interest; 

(5)  Statement,  in  summary  form, 
shoeing  financial  obligations  to  or 
claims  against  the  United  States  or  ob¬ 
ligations  for  which  the  United  States 
is  guarantor,  if  any,  by  applicant  or 
any  affiliated  corporate  entity  of  the 
applicant  or  the  applicant’s  parent  as 
of  the  date  of  the  application,  includ¬ 
ing: 

(1)  Status  of  any  claims  under  litiga¬ 
tion;  and 

(ii)  Any  other  debits  or  credits  exist¬ 
ing  between  the  applicant  and  the 
United  States,  showing  the  depart¬ 
ment  or  agency  involved  in  such  loans, 
claims  and  other  debts; 

(6)  An  analysis  that  includes: 

(i)  Statement,  together  with  sup¬ 
porting  evidence  including  copies  of  all 
market  analyses  and  studies  that  have 
been  performed  to  determine  present 
and  future  demand  for  rail  services, 
that  the  financing  is  justified  by  pre¬ 
sent  and  future  demand  for  rail  ser¬ 
vices,  will  meet  existing  needs  for  such 
services,  and  will  provide  shippers  with 
Improved  service; 

(ii)  Description  of  the  impact  of  the 
financing  upon  the  projected  traffic  to 
be  originated,  terminated,  or  carried 
by  the  obligor  for  at  least  the  five 
years  immediately  following  comple¬ 
tion  of  the  project;  and 

(iii)  Description  of  any  other  benefit 
which  would  accrue  to  the  applicant 
from  the  proceeds  of  the  obligation; 

(7)  Statement,  together  with  sup¬ 
porting  evidence,  that  the  facilities  or 
equipment  being  acquired,  rehabilitat¬ 
ed  or  improved  will  be  efficiently  and 
economically  utilized,  including: 

(i)  A  detailed  statement  setting  forth 
the  estimated  internal  rate  of  return 
on  the  project,  computed  in  accord¬ 
ance  with  the  provisions  of  subpart  C 
of  this  part.  This  statement  shall 
follow  the  procedures  and  follow  the 
format  required  by  subpart  C.  Rel¬ 
evant  material  presented  elsewhere  in 
the  application  need  not  be  repeated 
in  this  statement,  but  must  be  explicit¬ 
ly  referenced.  If  the  project  can  be  di¬ 
vided  into  parts  such  that  each  part: 

(A)  accounts  for  a  significant  portion 
of  the  total  investment  for  which  Fed¬ 
eral  assistance  is  sought;  and 

(B)  produces  approximately  the 
same  cash  flow  impacts  regardless  of 


whether  the  remainder  of  the  project 
is  undertaken;  then  the  applicant 
must  submit  a  separate  internal  rate 
of  return  computation,  with  the  sup¬ 
porting  documentation  described  in 
subpart  C  of  this  part,  for  each  part  of 
the  project.  In  that  case,  all  references 
to  the  term  "project”  in  subpart  C  of 
this  part  shall  be  deemed  to  refer  to 
the  part  of  the  project  for  which  the 
rate  of  return  is  being  computed; 

(ii)  Explanation  of  the  manner  in 
which  the  project  will  increase  the 
economical  and  efficient  utilization  of 
equipment  and  facilities;  and 

(iii)  Documentation  of  any  other  im¬ 
provements  In  service  as  a  result  of 
the  project,  including  service  reliabil¬ 
ity  between  origin  and  destination 
point  pairs  and  reduction  in  time  from 
load  to  load  car  cycle  by  car  type; 

(8)  Statement,  together  with  sup¬ 
porting  evidence,  that  the  transaction 
will  improve  the  ability  of  any  affect¬ 
ed  railroad  to  transport  passengers  or 
freight; 

(9)  Statement  of  applicant’s  mainte¬ 
nance  program  for  its  entire  rail 
system  and  planned  maintenance  pro¬ 
gram  for  the  equipment  or  facilities  fi¬ 
nanced  by  the  proceeds  of  the  obliga¬ 
tion; 

(10)  Certified  statement  that  appli¬ 
cant  will  pay  to  the  Administrator  in 
accordance  with  §260.11(bK4)  an  ini¬ 
tial  investigation  charge  and  any  addi¬ 
tional  investigation  charges  the  Ad¬ 
ministrator  assesses  with  respect  to 
analysis  and  evaluation  of  the  applica¬ 
tion,  appraisal  of  any  security  offered 
by  an  applicant,  and  all  studies  and  in¬ 
vestigations  that  the  Administrator 
deems  necessary  in  order  to  make  de¬ 
terminations  or  findings  prescribed  in 
the  Act,  up  to  a  maximum  of  one-half 
of  one  percent  of  the  obligation  for 
which  a  guarantee  is  sought. 

(11)  With  respect  to  esich  existing 
holder  or  proposed  prospective  holder, 
a  statement  as  to: 

(i)  Pull  and  correct  name  and  princi¬ 
pal  business  address; 

(ii)  Reference  to  applicable  provi¬ 
sions  of  law  and  the  charter  or  other 
governing  instruments  conferring  au¬ 
thority  on  the  holder  to  accept  the  ob¬ 
ligation; 

(iii)  Brief  statement  of  the  circum¬ 
stances  and  negotiations  leading  to  the 
agreement  by  the  holder  to  take  the 
proposed  obligation; 

(iv)  Brief  statement  of  the  nature 
and  extent  of  any  affiliation  or  busi¬ 
ness  relationship  betw'een  the  existing 
or  prospective  holder  and  any  of  its  di¬ 
rectors,  partners,  or  principal  execu¬ 
tive  officers,  on  the  one  hand,  and,  on 
the  other,  the  applicant  and  any  of  its 
directors,  partners,  or  principal  execu¬ 
tive  officers,  or  any  person  or  persons 
whose  name  is  required  to  be  fur¬ 
nished  under  paragraph  (a)(ll)(v)  of 
this  section;  and 

(V)  Pull  and  complete  statement  of 
all  sums  to  be  given  by  the  holder  in 


connection  with  the  proposed  obliga¬ 
tion  including: 

(A)  Name  and  address  of  each 
person  to  whom  the  payment  has  been 
made  or  will  be  made  and  nature  of 
any  affiliation,  association,  or  prior 
business  relationship  between  any 
person  named  in  this  paragraph  and 
the  holder  or  any  of  its  directors,  part¬ 
ners,  or  officers: 

(B)  Amount  of  the  cash  payment,  or 
the  nature  and  value  of  other  consid¬ 
eration;  and 

(C)  Any  condition  upon  the  obliga¬ 
tion  of  the  obligee  to  make  such  pay¬ 
ment; 

(12)  Detailed  assessment  of  impact 
of  the  project  on  the  environment,  in 
the  general  format  and  including  the 
information  set  forth  in  the  appendix 
to  subpart  A  of  this  part; 

(13)  Statement  that  notice  of  the  ap¬ 
plication,  including  a  brief  description 
of  the  project,  has  been  posted  on  bul¬ 
letin  boards  convenient  to  interested 
employees  of  the  railroad  and  by  send¬ 
ing  registered  mail  notice  to  the  duly 
authorized  representatives  of  such  em¬ 
ployees.  'This  requirement  is  not  in 
lieu  of  any  other  requirement  imposed 
by  reason  of  section  516  of  the  A(^ 

(14)  Any  information  that  the  appli¬ 
cant  deems  appropriate  to  convey  a 
full  and  complete  understanding  of 
the  project  and  its  impact  or  to  assist 
the  Administrator  in  making  the  sta¬ 
tutorily  prescribed  findings;  and 

(15)  Any  other  information  which 
the  Administrator ,  may  deem  neces¬ 
sary  concerning  an  application  filed 
under  this  part. 

(b)  When  applicant  is  a  trustee,  the 
application  shall  provide  all  of  the  in¬ 
formation  required  in  paragraph  (a)  of 
this  section,  and  in  addition  shall  pro¬ 
vide  a  full  and  complete  statement,  to¬ 
gether  with  supporting  evidence,  dem¬ 
onstrating  that  applicant  can  reason¬ 
ably  be  expected  to  become  self-sus¬ 
taining  within  a  reasonable  period  of 
time. 

S  260.9  Required  exhibits. 

There  shall  be  filed  with  and  made  a 
part  of  each  application  and  copy 
thereof  the  following  exhibits,  except 
that  exhibits  filed  with  the  Adminis¬ 
trator  pursuant  to  some  other  statu¬ 
tory  provision  or  regulation  which  are 
in  the  same  format  as  the  following 
exhibits  may  be  Incorporated  in  and 
made  part  of  the  application  filed 
under  this  part  by  reference.  While 
the  application  is  pending,  when 
actual  data  become  available  in  place 
of  the  estimated  or  forecasted  data  re¬ 
quired  in  the  exhibits  under  this  part, 
such  actual  data  must  be  reported 
promptly  to  the  Administrator  in  the 
form  required  in  the  appropriate  ex¬ 
hibit.  All  forecasted  data  required  in 
the  exhibits  under  this  part  must  be 
based  on  the  assumption  that  the  pro¬ 
ject  will  be  funded  on  the  January  1 
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next  following  the  date  of  the  applica¬ 
tion. 

(a)  Exhibit  A.  Map  of  applicant's  ex¬ 
isting  railroad  with  location  of  project 
indicated,  if  appropriate. 

(b)  Exhibit  B.  Statement  showing  to 
the  latest  available  date  but  in  any 
event  to  a  date  no  less  recent  than  the 
end  of  the  3d  month  preceding  the 
date  of. filing  of  the  application: 

(1)  Maximum  number  of  locomotive 
units  out  of  service  during  each  quar¬ 
ter  due  to  business  conditions:  maxi¬ 
mum  number  of  such  units  out  of  ser¬ 
vice  during  each  quarter  due  to  me¬ 
chanical  defects;  and  ratio  of  each  to 
total  ownership  quarterly  for  each  of 
the  last  3  calendar  years  but  not  earli¬ 
er  than  the  quarter  ending  June  1974, 
and  the  current  calendar  year;  and 

(2)  Maximum  number  of  general  ser¬ 
vice  freight  cars  out  of  service  during 
each  quarter  due  to  business  condi- 
tloas;  maximum  number  of  such  cars 
out  of  service  during  each  quarter  due 
to  mechanical  defects;  and  ratio  of 
each  to  total  number  of  general  ser¬ 
vice  freight  cars  owned  by  applicant 
quarterly  for  each  of  the  last  3  calen¬ 
dar  years  but  not  earlier  than  the 
quarter  ending  June  1974,  and  the  cur¬ 
rent  calendar  year. 

(c)  Exhibit  C.  A  copy  of  applicant’s 
most  recent  year-end  general  balance 
sheet  certified  by  applicant's  indepen¬ 
dent  public  accountants,  if  available, 
and  a  copy  of  applicant’s  most  recent 
unaudited  general  balance  sheet  as  of 
a  date  no  less  recent  than  the  end  of 
the  third  month  preceding  the  date  of 
filing  of  the  application.  The  unaudit¬ 
ed  balance  sheet  shall  be  presented  in 
account  form  and  detail  as  required  in 
schedule  200  of  the  Commission’s 
annual  report  R-1  or  R-2,  as  appropri¬ 
ate,  together  with  the  following  sched¬ 
ules  (where  changes  in  accounts  from 
the  end  of  the  prior  year  to  date  of 
the  application  have  not  been  signifi¬ 
cant,  copies  of  the  appropriate  sched¬ 
ules  in  the  prior  year’s  R-1  or  R-2 
with  marginal  notations  listing  the 
changes  may  be  submitted: 

(1)  Particulars  of  account  704,  Loans 
and  Notes  Receivable,  in  form  and 
detail  as  required  in  schedule  201  of 
annual  report  R-1  for  the  Class  I  rail¬ 
roads,  and  in  similar  form  for  the 
Class  II  railroads  except  that  for  Class 
II  railroads  loans  and  notes  recievable 
that  are  each  less  than  $25,000  may  be 
combined  into  a  single  amount; 

(2)  Particulars  of  investments  in  af¬ 
filiated  companies  and  other  invest¬ 
ments  in  form  and  detail  required  in 
schedules  205  and  206  of  annual  report 
R-l,  or  schedules  1001  and  1002  of 
annual  report  R-2,  as  as  appropriate; 

(3)  Particulars  of  balances  in  ac¬ 
counts  741,  Other  Assests,  and  743, 
Other  Deferred  Charges,  In  form  and 
detail  <  required  In  schedule  216  of 
annual  report  R-1  or  schedule  1703  of 
annual  report  R-2,  as  appropriate; 


(4)  Particulars  of  loans  and  notes 
payable  in  form  and  detail  required  in 
schedule  223  of  annual  report  R-1,  or 
schedule  1701  of  annual  report  R-2.  as 
appropriate,  as  well  as  information  as 
to  bank  loans,  including  the  name  of 
the  bank,  date  and  amount  of  the 
original  loan,  current  balance,  maturi¬ 
ties,  rate  of  interest,  and  security,  if 
any; 

(5)  Particulars  of  long-term  debt  in 
form  and  detail  required  in  schedules 
218  and  219  of  annual  report  R-1  or 
schedules  670,  695,  901,  902  and  1702 
of  annual  report  R-2,  as  appropriate, 
together  with  a  brief  statement  con¬ 
cerning  each  mortgage,  pledge,  and 
other  lien.  Indicating  the  property  or 
securities  encumbered,  the  mortgage 
limit  per  mile,  if  any.  and  particulars 
as  to  priority; 

(6)  Particulars  of  balance  in  account 
784,  Other  Deferred  Credits.  In  form 
and  detail  required  in  schedule  225  of 
annual  report  R-1  or  schedule  1704  of 
annual  report  R-2,  as  appropriate;  and 

(7)  Particulars  as  to  capital  stock  in 
form  and  detail  required  In  schedules 
228,  229,  and  230  of  annual  report  R-1 
or  schedule  690  in  annual  report  R-2, 
as  appropriate. 

(d)  Exhibit  D.  Applicant’s  most 
recent  annual  income  statement  certi¬ 
fied  by  applicant’s  independent  public 
accountants  if  available,  and  a  spread 
sheet  showing  unaudited  monthly  and 
year-to-date  income  statement  data 
for  the  calendar  year  in  which  the  ap¬ 
plication  Is  filed  in  account  form  simi¬ 
lar  to  that  required  in  column  (a)  of 
schedule  300  of  annual  report  R-1  or 
R-2  as  appropriate.  For  those  months 
preceding  and  ending  upon  the  date  of 
the  unaudited  balance  sheet  presented 
in  Exhibit  C,  the  Income  statement 
data  shall  be  reported  on  an  actual 
basis  and  so  noted.  For  tho.se  months 
between  the  dates  of  the  imaudited 
balance  sheet  and  the  filing  of  the  ap¬ 
plication,  the  income  statement  data 
shall  be  reported  on  an  estimated  basis 
and  so  noted  and  shall  be  submitted  in 
conjunction  with  corresponding  esti¬ 
mated  month-end  balance  sheets.  For 
those  months  between  the  date  of  the 
application  and  the  end  of  the  year 
the  income  statement  data  shall  be 
presented  on  a  forecasted  basis  and  so 
noted  and  shall  be  submitted  in  con- 
juction  with  a  forecasted  balance 
sheet  as  at  the  year  end. 

(e)  Exhibit  E.  Spread  sheets  showing 
for  each  of  the  four  years  subsequent 
to  the  year  in  which  the  application  is 
filed,  both  before  and  after  giving 
effect  to  the  proceeds  of  the  assistance 
requested  in  the  application: 

(1)  Forecasted  annual  income  state¬ 
ment  data  in  account  form  and  detail 
similar  to  that  required  in  column  (a) 
of  schedule  300  of  annual  report  R-1 
or  R-2  as  appropriate,  including  the 
subaccounts  comprising  line  2  (railway 
operating  expenses),  as  specified  by 


lines  64.  92.  105,  159,  168,  and  180  of 
Schedule  320;  and 

(2)  Forecasted  year-end  balance 
sheets  in  account  form  and  detail  simi¬ 
lar  to  that  required  in  schedule  200  of 
annual  report  R-1  or  R-2,  as  appropri¬ 
ate. 

These  spread  sheets  shall  be  accompa¬ 
nied  by  a  statement  setting  forth  the 
bases  for  such  forecasts. 

(f)  Exhibit  F.  A  spread  sheet  show¬ 
ing  changes  in  financial  position  for 
the  year  in  which  the  application  is 
filed  in  account  form  and  detail  as  re¬ 
quired  in  schedule  309  of  annual 
report  R-1  or  R-2  as  appropriate  as 
follows: 

(1)  For  that  period  ending  on  the 
date  of  the  unaudited  balance  sheet  in 
Exhibit  C.  based  upon  actual  data;  and 

(2)  For  that  period  from  the  balance 
sheet  date  to  the  end  of  the  year, 
based  upon  estimated  and  forecasted 
data. 

(g)  Exhibit  G.  A  spread  .sheet  show¬ 
ing  forecasted  changes  in  financial  po¬ 
sition  for  each  of  the  four  calendar 
years  subsequent  to  the  year  in  which 
the  application  is  filed,  both  before 
and  after  giving  effect  to  any  funds  re¬ 
quested  in  the  application  and  includ¬ 
ing  a  statement  showing  the  bases  for 
such  estimates,  in  account  form  and 
detail  as  required  in  schedule  309  of 
the  annual  Report  R-1  for  Class  I  rail¬ 
roads  and  in  similar  form  and  detail 
for  Class  II  railroads. 

(h)  Exhibit  //.  With  respect  to  equip¬ 
ment  proposed  to  be  rehabilitated,  im¬ 
proved.  maintained,  or  acquired  in  the 
application,  a  statement  indicating 
number  of  units  and  in-service  or  out- 
Oi-Rervlce  status  and,  as  appropriate: 

(1>  For  locomotives,  service  type, 
age,  sl7„‘,  horsepower,  name  of  builder, 
description  of  work,  and  unit  cost  of 
proposed  work:  and 

(2)  For  freight  cars  or  Intermodal 
equipment,  information  as  to  service 
type  (box.  gondola,  flat,  etc.),  age.  ca¬ 
pacity.  description  of  work,  and  unit 
costs  of  proposed  work. 

Such  statement  shall  show  the  total 
cost  of  the  project,  types  and  quanti¬ 
ties  of  work  items,  unit  cost  of  each 
item,  and  distribution  of  such  cost  by 
primary  accounts  of  the  Commission’s 
Uniform  System  of  Accounts  separat¬ 
ed  where  applicable  between  material, 
labor,  and  other;  the  ownership  of  all 
equipment  which  is  the  subject  of  the 
project;  and  the  dates  on  which  work 
is  to  be  commenced  or  completed. 
Direct  labor,  supervision,  material 
costs,  contingencies,  and  any  applica¬ 
ble  overhead  expenses  that  are  includ¬ 
ed  in  the  total  cost  of  the  project 
should  be  shown  separately  and  identi¬ 
fied. 

(i)  Exhibit  /,  With  respect  to  the 
maintenance,  rehabilitation,  improve¬ 
ment.  acquisition,  or  construction  of 
facilities  proposed  in  the  application,  a 
statement  showing,  as  appropriate: 
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(1)  Track  Class,  as  defined  by  the 
FRA  Track  Safety  Standsirds  in  Part 
213  of  this  chapter,  and  maximum  al¬ 
lowable  speed  under  which  each  line 
on  which  maintenance,  rehabilitation, 
improvement,  acquisition  or  construc¬ 
tion  is  proposed  has  been  and  is  being 
operated  and  the  reasons  therefor,  the 
track  class,  maximum  allowable  speed, 
and  signal  requirements  necessary  in 
the  Judgment  of  the  railroad  to  pro¬ 
vide  safe,  reliable  and  competitive  rail 
services  over  such  lines,  and  the  high¬ 
est  track  class  and  maximum  allowable 
speed  at  which  each  such  line  will  be 
designated  when  the  proposed  project 
is  completed; 

(2)  Dates  on  which  project  is  pro¬ 
posed  to  be  commenced  and  complet¬ 
ed;  and  dates  on  which  any  part  of 
sub-part  into  which  the  project  may 
reasonably  be  divided  is  proposed  to  be 
commenced  and  completed; 

(3)  Types  and  quantities  of  work 
items,  unit  cost  of  each  item,  cost  of 
project  in  total  and  by  parts  or  sub¬ 
parts  into  which  the  project  may  be 
reasonably  divided,  and  distribution  of 
such  costs  by  primary  accounts  of  the 
Commission’s  Uniform  System  of  Ac¬ 
counts,  separated  where  applicable  be¬ 
tween  material,  labor  and  other. 
Direct  labor,  supervision,  material 
costs,  contingencies,  and  any  applica¬ 
ble  overhead  expenses  that  are  includ¬ 
ed  in  the  costs  of  the  project  should  be 
shown  separately  and  identified. 

(j)  Exhibit  J.  A  draft  notice  of  filing, 
to  be  published  by  the  Administrator 
in  the  Federal  Register,  which  shall 
contain  a  brief  summary  of  the 
project(s)  proposed  to  be  funded,  in¬ 
cluding  as  applicable: 

(1)  The  name  and  address  of  appli¬ 
cant; 

(2)  A  brief  description  of  the 
project(s)  proposed  to  be  funded,  the 
total  cost  of  such  project(s),  and  the 
amount  of  Federal  financisd  assistance 
sought; 

(3)  A  brief  description  of  the  facili¬ 
ties  or  equipment  to  be  acquired,  reha¬ 
bilitated  or  improved,  including  where 
appropriate,  city  or  county  and  State 
location  termini,  and  approximate  dis¬ 
tance  in  miles; 

(4)  The  justification  for  the 
projects );  and 

(5)  A  final  paragraph  which  shall 
read  as  follows: 

Interested  persons  may  submit  written 
comments  on  the  application  to  the  Asso¬ 
ciate  Administrator  for  Federal  Assistance, 
Federal  Railroad  Administration,  400  Sev¬ 
enth  Street  SW.,  Washington,  D.C.  20590, 
not  later  than  30  days  after  the  date  on 
which  this  notice  is  published  in  the  Feder¬ 
al  Register.  Such  submission  shall  indicate 
the  docket  number  shown  on  this  notice  and 
state  whether  the  oommenter  supports  or 
opposes  the  application  and  the  reasons 
therefor. 

The  comments  will  be  taken  into  consider¬ 
ation  by  the  Federal  Railroad  Administra¬ 
tion  in  evaluating  the  application.  However, 


formal  acknowledgment  of  the  comments 
will  not  be  provided. 

Note.— The  account  forms  referred  to  In 
the  exhibits  are  those  of  the  Commission's 
Uniform  System  of  Accounts  for  Railroad 
Companies  in  use  on  October  1,  1976.  How¬ 
ever,  the  information  required  in  any  of  the 
exhibits  shall  give  effect  to  any  modifica¬ 
tion  of  the  Commission’s  Uniform  System  of 
Accounts  for  Railroad  Companies  in  effect 
on  the  date  of  filing  the  application. 

§260.11  Preapplication  and  application 
procedure. 

(a)  When  a  railroad  or  any  other 
person  has  developed  plans  for  a  pro¬ 
ject  for  which  it  may  wish  to  seek  as¬ 
sistance  under  this  part,  a  responsible 
official  of  the  railroad  or  other  person 
may  request  a  meeting  with  the  Asso¬ 
ciate  Administrator  for  Federal  Assis¬ 
tance  of  the  FRA  to  discuss  those 
plans.  Upon  receipt  of  such  request, 
the  Associate  Administrator  will 
promptly  schedule  a  meeting  at  which 
the  railroad  or  other  person  will  pre¬ 
sent  to  representatives  of  the  FRA  the 
proposed  project  and  discuss  with 
them  information  which  must  be  sub¬ 
mitted  in  the  application  and  the  type 
of  terms  and  conditions  and  financing 
documents  that  will  be  utilized  in  con¬ 
nection  with  financial  assistance  pro¬ 
vided  under  section  511.  Applicants 
are  not  required  to  prepare  a  draft  ap¬ 
plication  or  other  special  information 
for  the  preapplication  conference; 
however,  applicants  should  be  pre¬ 
pared  to  discuss  information  which 
management  has  used  in  making  its 
initial  decision  to  seek  assistance. 

(b)  The  following  procedure  shall 
govern  the  execution  and  filing  of  the 
application: 

(1)  The  original  application  shall 
bear  the  date  of  execution,  be  signed 
with  ink  by  or  on  behalf  of  the  appli¬ 
cant,  and  shall  bear  the  corporate  seal 
in  the  case  of  an  applicant  which  is  a 
corporation.  Execution  shall  be  by  all 
partners  if  a  partnership,  unless  satis¬ 
factory  evidence  is  furnished  of  the 
authority  of  a  partner  to  bind  the 
partnership,  or  if  a  corporation,  an  as¬ 
sociation  or  other  similar  form  of  or¬ 
ganization,  by  its  president  or  other 
executive  officer  having  knowledge  of 
the  matters  therein  set  forth.  Persons 
signing  the  application  on  behalf  of 
the  applicant  shall  also  sign  a  certifi¬ 
cate  in  form  as  follows: 

- (Name  of  official)  certifies  that  he 

is  the  -  (Title  of  official)  of  the 

- (Name  of  applicant);  that  he  is  au¬ 
thorized  on  the  part  of  the  applicant  to  sign 
and  file  with  the  Administrator  this  applica¬ 
tion  and  exhibits  attached  thereto;  that  the 
consent  of  all  parties  whose  consent  is  re¬ 
quired.  by  law  or  by  binding  commitment  of 
the  applicant,  in  order  to  make  this  applica¬ 
tion  has  been  given;  that  he  has  carefully 
examined  all  of  the  statements  contained  in 
such  application  and  the  exhibits  attached 
thereto  and  made  a  part  thereof  relating  to 

the  aforesaid - (Name  of  applicant); 

that  he  has  knowledge  of  the  matters  set 


forth  therein  and  that  all  such  statements 
made  and  matters  set  forth  therein  are  true 
and  correct  to  the  best  of  his  knowledge,  in¬ 
formation,  and  belief. 


(Name  of  official) 


(Date) 

(2)  There  shall  be  made  a  part  of  the 
original  application  the  following  cer¬ 
tificate  by  the  Chief  Financial  Officer 
or  equivalent  officer  of  the  applicant: 

- (Name  of  officer)  certifies  that  he 

is  -  (Title  of  officer)  of  - 

(Name  of  applicant):  that  he  has  supervi¬ 
sion  over  the  books  of  accounts  and  other  fi¬ 
nancial  records  of  the  affected  applicant 
and  has  control  over  the  manner  in  which 
they  are  kept;  that  such  accounts  are  main¬ 
tained  in  good  faith  in  accordance  with  the 
effective  accounting  and  other  orders  of  the 
Interstate  Commerce  Commission:  that 
such  accounts  are  adequate  to  assure  that 
proceeds  from  the  financing  being  requested 
will  be  used  solely  and  specifically  for  the 
purposes  authorized:  that  he  has  examined 
the  financial  statements  and  supporting 
schedules  included  in  this  application  and  to 
the  best  of  hLs  knowledge  and  belief  those 
statements  accurately  reflect  the  accounts 
as  stated  in  the  books  of  account;  and  that, 
other  than  the  matters  set  forth  in  the  ex¬ 
ceptions  attached  to  such  statements,  those 
financial  statements  and  supporting  sched¬ 
ules  represent  a  true  and  complete  state¬ 
ment  of  the  financial  position  of  the  appli¬ 
cant  and  that  there  are  no  undisclosed 
sissets,  liabilities,  commitments  to  purchase 
property  or  securities,  other  commitments, 
litigation  in  the  courts,  contingent  rental 
agreements,  or  other  contingent  transac¬ 
tions  which  might  materially  affect  the  fi¬ 
nancial  position  of  the  applicant. 


(Name  of  official) 


(Date) 

(3)  The  original  application  and  sup¬ 
porting  papers,  and  ten  copies  thereof 
for  the  use  of  the  Administrator,  shall 
be  filed  with  the  Associate  Administra¬ 
tor  for  Federal  Assistance  of  the  Fed¬ 
eral  Railroad  Administration,  400  Sev¬ 
enth  Street  SW.,  Washington,  D.C. 
20590.  Each  copy  shall  beEu*  the  dates 
and  signatures  that  appear  in  the 
original  and  shall  be  complete  in  itself, 
but  the  signatures  in  the  copies  may 
be  stamped  or  typed. 

(4)  The  application  shall  be  accom¬ 
panied  by  a  filing  fee  in  an  amount 
equal  to  one-eighth  of  one  percent  of 
the  principal  amount  of  the  obligation 
for  which  a  guarantee  is  sought.  This 
filing  fee  shall  be  applied  towards  the 
costs  of  analyzing  and  evaluating  the 
application,  appraising  any  security  of¬ 
fered  by  applicant,  and  making  any 
studies  or  investigations  that  the  Ad¬ 
ministrator  deems  necessary  in  order 
to  make  the  determinations  and  find¬ 
ings  prescribed  in  the  Act,  except 
where  the  Administrator  finds  it  nec¬ 
essary  to  retain  contractors  to  perform 
or  assist  in  performing  these  func¬ 
tions.  Where  any  of  these  functions  is 
performed  under  contract  to  the  Ad- 
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minLstrator,  the  applicant  will  be 
charged,  and  shall  pay  promptly,  an 
additional  amount  to  c''.\eT  the  costs 
of  such  contract(s)  but  such  charges 
wUl  not  exceed,  when  added  to  the  ini 
tial  charge,  one-half  of  one  percent  of 
the  obligation  for  whi'-h  a  guarantee  is 
sought. 

(5)  The  appllc:i.ii''n  ;;hnLl  be  accom 
panied  by  a  trarisivi.' tal  le.ier  in  form 
as  follows: 


which  would  probably  result  from  re¬ 
lease  of  such  Information.  The  Admin¬ 
istrator  will  keep  such  information 
confidential  as  permitted  by  law. 

§  2f>0.15  Wajvera  and  modifirntionH. 

The  Administrator  may,  upon  good 
cause  shown,  waive  or  nmdify  any  re¬ 
quirement  of  this  part  not  required  by 
law  or  make  any  additional  require¬ 
ments  he  deems  neccs.sary. 


Re  Application  for  a  ronunitrrejit  to  Guar¬ 
antee  (Guarantee]  ut.d- -  swii^n  511  of 
tne  Railroad  Keviit.li/i*i  ton  and  ReKula- 
lory  Reform  Act  of  lin'C.  ua  amended 
(the  “Act"). 

FEiituiAL  Railroad  Aduims  ihator, 
c/o  Uie  Associate  A //•D'ttr  ■  afur /or  Federal 
Assistance  o/  the  rc  >  ul  Rndroad  Ad- 
minis traiion.  Deportment  oj  Traiispor- 
lation,  Washtnclon,  I)  C. 

Drar  Sir:  Being  duly  authorized  by 

- (jointly  and  s^verally/if  more 

than  one)  (the  “Applicant")  to  convey  the 
undeuitandinKS  hereinafter  set  fortn,  I  re¬ 
spectfully  submit  ihLs  application  and  remit 
its  filing  fee.  By  this  filing.  Applicant  re¬ 
quests  the  Administrator  to  invest  ipate  the 
application  and  make  the  necessary  findings 
upon  which  Applicant »  eligibiilty  for  a 
Commitment  to  Guarantee  [Guarantee] 
may  be  determined. 

Applicant  understands  that  neither  the 
acceptance  of  this  filing,  the  dei>osit  of  the 
filing  fee,  nor  the  commencement  of  an  in¬ 
vestigation  acknowledges  the  sufficiency  of 
the  application’s  form,  content  or  merit. 
Purthermore,  Applicant  understands  that 
the  Administrator  will  Incur  numerous  ex¬ 
penses  by  this  filing,  and  promi.ses  to  pay, 
when  charged,  such  amounts  as  the  Admhi- 
istrator  may  assess  with  respect  to  the  In¬ 
vestigation  of  the  application,  the  appraisal 
of  security  being  offered,  and  tiie  making  of 
the  necessary  determinations  and  findings, 
up  to  one-half  of  one  percent  (including  the 
filing  fee)  of  the  principal  amount  of  the  ob¬ 
ligation  for  which  Applicant  seeks  a  Com¬ 
mitment  to  Guarantee  [Guarantee]. 

Pinaily,  Applicant  understands  that  (1) 
payment  of  all  such  charges  is  required 
prior  to  the  Administrator’s  final  determi¬ 
nation,  (2)  no  charge  will  be  cancelled  nor 
refund  made  upon  any  termination  of  this 
application,  (3)  notice  of  this  application 
will  be  published  In  the  Federal  Register  to 
invite  conunent  by  interested  parties,  and 
(4)  the  Administrator  will  as.<;ess  an  annual 
premium  charge,  pursuant  to  the  Act,  on 
any  obligation  guaranteed  under  section 
511. 

Respectfully  submitted. 


ApplicanUs) 


Seal(s) 

by - 

Its  (Their) 

§  260.13  Information  requests. 

If  an  applicant  desires  that  any  in¬ 
formation  submitted  in  an  application 
or  supplement  thereto  not  be  released 
by  the  Administrator  upon  request 
from  a  member  of  the  public,  the  ap¬ 
plicant  must  so  state  and  must  set 
forth  any  reasons  why  such  informa¬ 
tion  should  not  be  released,  including 
particulars  as  to  any  competitive  harm 


Appendix— Envirosmen  i  .\l  A.s.se3.^mfn  is 

Part  1;  Dc.scrlption  of  the  environirent  in 
the  area  of  the  project  b«"!ore  commenoe- 
inent  of  such  project,  together  with  .>tste 
ment  of  other  Federal  activities  l.i  tiie  area 
wliioh  are  known,  or  should  b-  anown.  to 
(lie  applicant.  This  de.si ripiion  .shail  in¬ 
clude,  without  limitation,  ttu  foiluwir.g  in¬ 
formation: 

(A)  Demoffraphic  data.  Statement  of  ]»p- 
ulation  and  growth  chararl eristics  of  area 
and  of  any  population  and  growth  a:  suu.p- 
tions  made  by  applicant  in  planning  llie  pro¬ 
ject.  Such  statement  should  use  the  rates  of 
growth  in  the  projection  compiled  for  the 
Water  Resources  Council  by  ttic  Bureau  of 
Economic  Analy.sls  of  the  Department  of 
Commerce  and  the  Ek:onomlc  Research  Ser¬ 
vice  of  the  Department  of  Agriculture,  com¬ 
monly  referred  to  as  the  GUKRS  projection 
of  regional  economic  activity  in  the  United 
States.  Applicants  should  refer  to  1972 
OBERS  projections  for  economic  areas,  and 
provide  1969  data  and  1980  projectioits  for 
the  following:  population;  manufacturing 
earnings;  transportation,  commuplcalion.s 
and  public  utilities  earnings;  agriculture, 
forestry  and  fisheries  earnings;  and  mining 
earnings.  Information  should  be  provided 
for  economic  areas  which  the  applicant’s 
propasal  would  affect. 

(B)  Current  land  use  patterns.  Statement 
of  the  project’s  relationship  to  proposed 
land  use  plans,  policies,  and  controls  of  af¬ 
fected  communities.  Including,  where  appro¬ 
priate,  m.aps  or  diagrams.  Where  the  project 
is  Inconsistent  with  any  such  plans,  policies, 
or  controls,  the  statement  sliould  describe 
and  explain  in  detail  the  reasons  for  such 
inconsistency. 

(C)  Characteristics  of  current  operations. 
The  Applicant  should  indicate  the  maxi¬ 
mum  allowable  speed  and  frequency  of  cur¬ 
rent  rail  traffic  on  any  affected  line,  the 
number  and  location  of  grade  crassings,  and 
the  length  of  time  such  grade  crossings  are 
blocked  during  a  typical  day.  The  Applicant 
should  indicate  derailments  and  fatalities  or 
injuries  resulting  from  accidents  involving 
trains  and  motor  vehicles  or  pedestrians  on 
such  lines.  The  Applicant  should  also  indi¬ 
cate  the  hours  of  operation  on  such  lines 
and  noise  levels  of  rail  operations  at  100' 
from  the  right  of  way.  Applicants  should 
refer  to  the  United  States  Environmental 
Protection  Agency  document  titled  "Infor¬ 
mation  on  Levels  of  Noise  Requisite  to  Pro¬ 
tect  Public  Health  and  Welfare  with  an 
Adequate  Margin  of  Safety”,  which  provides 
a  system  of  measuring  day  and  night  noises 
on  a  weighted  average. 

(D)  Air  Quality.  The  Applicant  should  in¬ 
dicate  the  air  quality  in  the  region,  as  found 
In  the  state  Air  Quality  Implementation 
Plans  to  meet  ambient  air  quality  standards. 
Each  state  is  required  to  prepare  such  a 
plan  under  the  Clean  Air  Act  (42  U.S.C. 
1857).  Some  states  are  required  to  have 
’Transportation  Control  Plans  to  meet  ambi¬ 
ent  air  quality  standards  where  transporta¬ 
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tion  sources  pose  major  air  quality  prob¬ 
lems.  Applicants  should  refer  to  state  air 
quality  agencies  or  to  the  Regional  Offices 
of  the  US.  Environmental  Protection 
Agency  for  guidance. 

(E)  V.’etland  or  coastal  zones.  Location. 
tjT>es.  and  extent  of  wetland  arca.s  or  coast¬ 
al  zones  that  might  be  affected  by  the  pro¬ 
ject. 

(F)  Properties  and  sites  of  histor.cal  or 
cultural  significance.  Identification  of  dis¬ 
tricts,  sites,  buildings  and  other  .str-irtures. 
and  objects  or  historical,  architectural,  ar¬ 
cheological,  or  cultural  significance  that 
may  be  affected  by  the  project.  This  should 
be  accomplished  by  coa"ulting  tl»e  Naiionsl 
Register  and  applying  the  National  Register 
Criteria  (38  CI^  Part  800)  to  determine 
which  properties  that  may  be  affected  by 
the  project  are  Included  in  or  eligible  for  in 
elu.oion  in  the  National  Register  of  Historic 
Places.  The  National  Register  is  published 
in  its  entirety  each  February  In  the  Pedei:.\l 
Register.  Monthly  additions  and  listings  of 
eligible  properties  are  published  in  the  Pet>- 
EHAL  Register  the  first  'Tuesday  of  each 
month.  The  Secretary  of  the  Interior  »ill 
advise,  upon  request,  whether  propertie.s  are 
eligible  for  the  National  Register.  Officials 
designated  by  their  Governors  to  a»'t  as 
State  Historic  Preservation  Officers  respon¬ 
sible  for  state  activities  under  the  National 
Historic  Preservation  Act  may  also  be  con¬ 
sulted.  A  listing  of  these  state  officials  may 
be  found  at  36  CFR  60  5(d),  or  may  be  ob¬ 
tained  from  the  Director,  National  Parks 
Service,  U.S.  Department  of  the  Interior, 
Washington,  D.C.  20240. 

(G)  Publicly  owned  parklands,  recreation¬ 
al  areas,  and  water/owl  refuges,  and  historic 
sites  (45  V.S.C.  J653(f)).  (1)  Protected  land 
proposed  to  be  iLsed.  Describe  any  publlclly- 
owned  land  from  a  public  park,  recreation 
area  or  wildlife  and  waterfowl  refuge  or  any 
land  from  an  historic  site  or  wildlife  and  wa¬ 
terfowl  refuge  or  any  land  from  an  historic 
site  which  would  be  affected  or  taken  by  the 
proposed  program  or  project,  including  the 
size  of  the  land  proposed  to  be  affected  or 
taken,  available  actlvltes  on  the  land.  u.sr. 
patronage,  unique  or  irreplaceable  qualities, 
relationship  to  other  similarly  used  land  in 
the  vicinity  of  the  proposed  project,  and 
maps,  plans,  slides,  photographs,  and  draw¬ 
ings  in  sufficient  scale  and  detail  to  clearly 
show  proposed  project.  Include  a  descrip¬ 
tion  of  impacts  of  the  proposed  project  on 
the  land  and  changes  in  vehicular  or  pedes¬ 
trian  access. 

(li)  Significant  area.  Include  a  statement 
of  the  national.  Stat«.  or  local  significance 
of  the  entire  park,  recreation  area,  wildlife 
or  waterfowl  refuge,  or  historic  site  as  deter¬ 
mined  by  the  Federal,  State  or  local  officials 
having  jurisdiction  thereof.  In  the  absence 
of  such  a  statement,  protected  land  Is  pre¬ 
sumed  to  be  located  In  an  area  of  national. 
State  or  local  significance. 

Part  II:  The  probable  impact  of  the  pro¬ 
ject  on  the  environment  and  measures 
which  can  be  taken  to  mitigate  adverse  im¬ 
pacts.  The  applicant  shall  (1)  assess  the 
positive  and  negative  environmental  effects. 
Including  primary,  secondary,  and  other 
foreseeable  effects,  on  each  of  the  areas 
specified  In  Part  I  above.  Including  long¬ 
term  Impacts  associated  with  the  increased 
Intensity,  if  any,  of  rail  operations,  and  (2) 
list  measures  which  can  be  taken  to  mitigate 
adverse  Impacts.  Mitigation  measures  in¬ 
clude  control  of  hours  of  operation,  coordi¬ 
nation  of  street  blockages  with  adjacent 
communities,  dust  and  erosion  control  mea- 
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Bures,  and  proposed  methods  of  tie  disposal. 
In  addition,  the  applicant  shall  provide  the 
following. 

(A)  Statement  of  the  extent  to  which  any 
of  the  impacts  of  the  project  represent  irre¬ 
versible  or  irretrievable  commitments  of  re¬ 
sources.  This  requires  identification  of  the 
extent  to  which  implementation  of  the  pro¬ 
ject  irreversibly  curtails  the  range  of  poten¬ 
tial  uses  of  the  environment.  “Resources” 
include  the  natural  cultural  resources  lost 
of  destroyed  as  a  result  of  the  project. 

(B)  Statement  of  the  relationship  between 
local  short-term  uses  of  man’s  environment 
and  the  maintenance  and  enhancement  of 
long-term  productivity.  This  shall  include  a 
brief  discussion  of  the  extent  to  which  the 
proposed  action  involves  trade-off  between 
short-term  environmental  gains  at  the  ex¬ 
pense  of  long-term  losses,  or  vice  versa,  and 
a  discussion  of  the  extent  to  which  the  pro¬ 
posed  action  forecloses  future  options. 

(C)  Statement  of  any  probable  adverse  en¬ 
vironmental  effect  which  cannot  be  avoided, 
such  as  changes  in  exposure  to  noise  and 
changes  in  level  of  noise  or  vibration;  water 
or  air  pollution;  undesirable  land  use  pat¬ 
terns;  impacts  on  public  parks  and  recrea¬ 
tion  areas,  wildlife  and  waterfowl  refuges,  or 
historic  sites:  damage  to  life  systems;  con- 
gesti<M)  of  street  traffic  in  adjacent  commu¬ 
nities;  delays  in  the  provision  of  essential 
services  (police,  fire,  ambulance),  anticipat¬ 
ed  changes  in  accident  patterns  and  other 
threats  to  health;  and  other  consequences 
adverse  to  the  environmental  goals  set  out 
in  section  101(b)  of  the  National  Environ¬ 
mental  Protection  Act,  42  U.S.C.  4331(b).  In 
considering  noise  levels,  applicants  should 
note  any  ocmflicts  between  projected  noise 
levels  from  rail  operations  and  HUD  stan¬ 
dards  for  noise  at  sensitive  sites,  such  as 
schools,  hospitals,  parks  and  residential  lo¬ 
cations.  (UA  Department  of  Housing  and 
Urban  Devek^nnent,  “Noise  Abatement  and 
Control:  Department  Policy  Impiementing 
Responsibilities  and  Standards,"  Depart¬ 
mental  (Circular  1390.2,  Chart;  External 
Noise  Exposure  Standards  for  New  Con¬ 
struction,  April  4,  1971) 

(D)  Statement  of  construction  impacts, 
identifying  any  special  problem  areas  and 
including:  (i)  Noise  impacts  from  construc¬ 
tion  and  any  specifications  setting  maxi¬ 
mum  noise  levels. 

(ii)  Disposal  of  spoil  and  effect  on  borrow 
areas  and  disposal  sites  (include  any  specifi¬ 
cations). 

(iii)  Measures  to  minimize  effects  on  traf¬ 
fic  and  pedestrians. 

(iv)  Consideration  of  non-point  source  pol¬ 
lution  such  as  might  result  from  water 
runoff. 

(E)  Statement  of  any  positive  or  negative 
impacts  on  energy  supply  and  natural  re¬ 
source  development,  including,  where  appli¬ 
cable,  any  effect  on  either  the  production  or 
consumption  of  energy  or  other  natural  re¬ 
sources.  Discuss  such  effects  if  they  are  sig- 
nigicant. 

(F)  Discussion  of  problems  and  objections 
raised  by  other  Federal,  State  or  local  agen¬ 
cies,  and  citizens  with  respect  to  impact  of 
the  project  on  the  environment. 

Part  III.  Discussion  of  any  alternatives  to 
the  project  that  have  been  considered  with 
respect  to  impact  on  the  environment.  If 
cost-benefit  analyses  have  been  performed, 
the  extent  to  w’hich  environmental  costs 
have  been  reflected  in  the  analysis  should 
be  stated.  Underlying  studies,  reports,  and 
other  information  obtained  and  considered 
in  preparing  each  section  of  the  statement 


should  be  identified.  For  energy  compari¬ 
sons,  a  possible  source  is  Oak  Ridge  Nation¬ 
al  Laboratory  Report,  “Energy  Intensive¬ 
ness  of  Passenger  and  Freight  Transport 
Modes”  by  Dr.  Eric  Hirst,  April,  1973.  For 
analyzing  community  impacts,  the  following 
report  may  be  useful:  “The  Impacts  on 
Communities  of  Abandonment  of  Railrosul 
Service,”  July,  1975,  prepared  for  the  U.S. 
Railway  Association  by  the  Public  Interest 
Economics  Center,  Washington,  D.C.  In  ex¬ 
amining  the  environmental  effects  of  high¬ 
way  transport  as  an  alternative  to  rail  ser¬ 
vice,  applicants  may  wish  to  use  the  follow¬ 
ing  publication:  “A  Study  of  the  Elnviron- 
mental  Impact  of  Projected  Increases  in  In¬ 
tercity  Freight  'Traffic,  August,  1971,  pre¬ 
pared  for  the  Association  of  American  Rail¬ 
roads  by  Battelle,  Columbus,  Ohio.” 

Subpart  B — Standards  for  Mainte¬ 
nance  of  Facilities  by  Recipients  of 

Obligation  Guarantees 

§  260.17  Applicability. 

This  subpart  prescribes  standards 
governing  the  maintenance  of  facili¬ 
ties.  as  defined  in  subpart  A  of  this 
part,  that  are  being  acquired,  rehabili¬ 
tated,  improved,  or  constructed  with 
the  proceeds  of  a  guaranteed  obliga¬ 
tion,  by  the  recipient  of  such  guaran¬ 
tee  for  the  period  during  which  any 
portion  of  the  principal  or  interest  of 
such  obligation  remains  unpaid. 

§  260.19  Deflnitiuns. 

The  terms  defined  in  subpart  A  of 
this  part  shall  have  the  same  meaning 
for  the  purposes  of  this  subpart  that 
such  terms  are  given  in  §  260.3  of  this 
part. 

§  260.21  Standardn. 

(a)  When  the  proceeds  of  an  obliga¬ 
tion  gruaranteed  by  the  Administrator 
are  used  to  acquire,  rehabilitate,  im¬ 
prove  or  construct  track,  roadbed,  and 
related  structures,  the  guarantee  re¬ 
cipient  shall,  as  long  as  any  portion  of 
the  principal  or  interest  of  such  obli¬ 
gation  remains  unpaid,  maintain  such 
facilities  in  at  least  the  highest  track 
Class,  as  defined  by  FRA  Track  Safety 
Standards  in  Part  213  of  this  chapter, 
as  that  Class  in  which  the  rehabilitat¬ 
ed,  improved,  acquired,  or  constructed 
track  is  to  be  operated  upon  comple¬ 
tion  of  the  project  for  w’hich  the  obli¬ 
gation  was  guaranteed  unless  a  waiver 
is  granted  in  accordance  with  §  260.25. 

(b)  When  the  proceeds  of  an  obliga¬ 
tion  guaranteed  by  the  Administrator 
are  used  in  facilities,  including  those 
mentioned  in  paragraph  (a)  of  this 
section,  the  recipient  shall,  during  the 
period  in  which  any  portion  of  the 
principal  or  interest  in  such  obligation 
remains  unpaid,  maintain  such  facili¬ 
ties  in  a  manner  consistent  with  sound 
engineering  and  maintenance  practices 
and  in  a  condition  that  will  permit  the 
level  of  use  that  existed  upon  comple¬ 
tion  of  the  acquisition,  rehabilitation, 
improvement  or  construction  of  such 


facilities  unless  a  waiver  is  granted  in 
accordance  with  §  260.25. 

S  260.23  Inspection. 

(a)  The  facilities  subject  to  the  pro¬ 
visions  of  this  subpart  shall  be  inspect¬ 
ed  at  such  regular  intervals  as  the  Ad¬ 
ministrator  deems  necessary  to  assure 
compliance  with  the  standards  set 
forth  in  §  260.21.  Elach  recipient  shall 
permit  representatives  of  the  FRA  to 
enter  upon  its  property  to  inspect  and 
examine  such  facilities  at  reasonable 
times  and  in  a  reasonable  manner. 
Such  representatives  shall  be  permit¬ 
ted  to  use  such  testing  devices  as  the 
Administrator  deems  necessary  to 
insure  that  the  maintenance  standards 
imposed  by  this  subpart  are  being  fol¬ 
lowed. 

(b)  Each  recipient  shall  submit  to 
the  Administrator  annually  financial 
records  and  other  documents  detailing 
the  maintenance  performed  and  the 
inspections  conducted  which  demon¬ 
strate  that  the  recipient  has  complied 
with  the  standards  in  §  260.21. 

§260.25  Waiver. 

Any  recipient  of  a  guarantee  may  pe¬ 
tition  the  Administrator  in  writing  for 
relief  from  any  or  all  requirements  im¬ 
posed  by  this  subpart.  The  Adminis¬ 
trator  may,  for  good  cause  shown, 
waive  or  modify  any  requirements  of 
this  part.  Good  cause  may  include,  but 
is  not  limited  to,  insufficient  capital 
resources  of  the  recipient  to  comply 
with  these  maintenance  standards  or 
changes  in  the  level  of  service  required 
for  any  facility  subject  to  this  subpart. 

§  260.27  Impact  on  other  laws. 

Standards  issued  under  this  subpart 
shall  not  be  construed  to  relieve  the 
recipient  of  any  obligation  to  comply 
with  any  other  Federal,  State,  or  local 
law  or  regulation. 

§  260.29  Penalties. 

If  the  Administrator  finds  that  a 
guarantee  recipient  has  violated  the 
requirements  of  this  subpart,  such  re¬ 
cipient  will  be  subject  to  civil  action 
for  injunction  to  cease  activities  which 
violate  this  subpart  and  for  any  other 
appropriate  civil  or  criminal  relief,  in¬ 
cluding  termination,  suspension,  and 
punitive  damages. 

Subpart  C — Procedures  for  Computing 

the  Internal  Rate  of  Return  on  ProjectB 

§  260.31  Applicability. 

This  subpart  prescribes  the  proce¬ 
dures  to  be  followed  and  the  format  to 
be  utilized  in  computing  the  IRR 
under  paragraph  (aK7)(i)  of  §  260.7  of 
subpart  A  of  this  part. 

§  260.33  Definitions. 

As  used  in  this  subpart— 
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(a)  Investment  means  any  substan¬ 
tial  non-recurring  expenditure  even  if 
expensed  for  accounting  purposes. 

(b)  IRR  means  the  estimated  inter¬ 
nal  rate  of  return  on  a  project  for 
which  an  application  for  financial  as¬ 
sistance  is  filed  pursuant  to  this  part. 

(c)  IRS  means  the  Internal  Revenue 
Service. 

§  260.35  Procedures  to  be  followed  and 
format  to  be  utilized. 

(a)  A  narrative  discussion  of  the  IRR 
computation  for  the  project  consisting 
of  the  following  five  parts  shall  be  pre¬ 
pared  and  provided: 

(DA  detailed  description  of  the  pro¬ 
ject  This  description  must  present  the 
following:  the  objectives  of  the  pro¬ 
ject;  what  assets  will  be  improved,  re¬ 
habilitated,  acquired  or  constructed; 
where  they  will  be  located;  and  how 
they  will  be  used.  It  must  also  describe 
any  other  work  to  be  done  as  a  part  of 
the  project,  and  any  operating 
changes,  including  retirement  of 
assets,  which  will  accompany  the  in¬ 
vestment.  For  these  purposes,  the  pro¬ 
ject  shall  be  deemed  to  include  all  ex¬ 
penditures  (including  those  for  which 
no  Federal  assistance  is  requested) 
necessary  to  carry  out  its  objectives. 

(2)  A  detailed  description  of  the  base 
case.  The  base  case  is  the  most  favor¬ 
able  alternative  action  the  applicant 
could  take  with  little  or  no  invest¬ 
ment.  The  description  must  be  compa¬ 
rable  in  scope  to  the  description  of  the 
project.  In  some  cases,  the  most  favor¬ 
able  alternative  action  may  be  to  do 
nothing,  i.e.,  making  no  change  in  the 
current  situation.  In  other  cases,  the 
applicant  may  have  other  alternative 
actions  such  as  rerouting  traffic, 
changing  operating  practices  (perhaps 
with  an  increase  in  operating  costs),  or 
relying  more  heavily  on  facilities  or 
equipment  belonging  to  others.  If  the 
applicant  has  considered  more  than 
one  alternative  action  (requiring  little 
or  no  investment)  to  the  project,  the 
applicant  must  describe  each  of  the  ac¬ 
tions  considered  and  give  the  rationale 
for  the  selection  of  the  base  case  from 
among  those  other  actions. 

(3)  A  discussion  of  key  assumptions. 
All  general  assumptions  and  those  re¬ 
lating  only  to  a  particulary  cash  flow 
impact  which  substantially  affect  the 
IRR  should  be  explained.  Assumptions 
regarding  traffic  volumes  deserve  par¬ 
ticular  attention.  The  applicant  must 
specify  how  much  traffic  is  expected  if 
the  project  and  base  case  are  under¬ 
taken,  and  where  the  difference,  if 
any,  between  the  project  and  base  case 
is  expected  to  come  from  (e.g.,  divert¬ 
ed  from  truck,  diverted  from  other 
railroads,  generated  by  the  project, 
etc.).  Other  key  assumptions  may 
relate  to  actions  by  third  parties,  such 
as  regulatory  agencies  and  other  rail¬ 
roads. 

(4)  A  discussion  of  each  cash  flow 
impact  resulting  from  the  project  or 


base  case.  The  applicant  must  idehtify 
all  the  cash  receipts  and  disburse¬ 
ments  resulting  from  the  project  but 
not  the  base  case,  and  vice-versa.  Cash 
flows  which  would  be  the  same  In 
either  event  should  not  be  considered. 
For  each  cost  and  benefit  used  in  the 
IRR  computations,  the  applicant  must 
explain  why  the  particular  cash  flow 
will  result  from  the  project  or  base 
case,  and  how  the  size  of  the  cash  flow 
and  the  corresponding  measure  in 
physical  units  were  estimated.  In  addi¬ 
tion.  the  applicant  must  identify  and 
discuss  important  costs  and  benefits 
which  it  has  not  been  able  to  quantify. 
The  applicant  must  note  which  of  the 
benefit  and  cost  items  could  be  mea¬ 
sured  to  confirm  the  predictions  in  the 
IRR  computation,  and  must  suggest 
how  such  measurements  could  be 
made.  Appendix  A  of  this  subpart  lists 
the  most  common  cash  flow  impacts  of 
railroad  investment  projects  and  base 
case  alternatives.  Indicates  the  kinds 
of  actions  likely  to  Involve  each  type 
of  cash  flow,  suggests  how  each  might 
be  measured  (both  in  physical  and 
monetary  units),  and  discusses  special 
problems  associated  with  each.  Appen¬ 
dix  A  is  not  exhaustive;  other  cash 
flow  items  should  be  included  in  the 
analysis  as  appropriate. 

(5)  A  discussion  of  the  principal 
areas  of  uncertainty.  This  discussion 
must  indicate  why  particular  values 
might  be  different  from  those  used  In 
the  computation,  and  the  range  into 
which  each  uncertain  value  could  be 
be  expected  to  fall.  It  must  also  Indi¬ 
cate  the  applicant’s  subjective  level  of 
confidence  that  the  computed  IRR  is  a 
reasonably  close  prediction  of  the  pro¬ 
ject’s  and  base  case’s  financial  perfor¬ 
mance.  In  some  circumstances,  the  ap¬ 
plicant  must  point  out  where  the  IRR 
fails  to  Incorporate  certain  important 
features  of  the  project  or  the  base 
case,  or  both.  Applicant  may  enhance 
its  discussion  by  presenting  examples 
of  its  own  prior  experiences  with  iRR, 
stating,  perhaps,  that  an  audit  of  past 
computations  has  shown  marked  devi¬ 
ations  from  actual  results  regardless 
of  the  detail  of  those  computations. 

(b)  For  the  project  (as  it  relates  to 
its  base  case  alternative),  a  thorough 
presentation  of  all  the  computations 
underlying  the  IRR  using  the  Forms 
I-V  of  Appendix  B  to  this  subpart 
shall  be  prepared  and  provided.  State 
and  local  tax  impacts  need  not  be  in¬ 
cluded  in  the  computations,  unless  the 
applicant  has  determined  that  their 
Inclusion  substantially  affects  the 
IRR.  The  computation  of  the  IRR 
must  follow  the  four  steps  described 
below.  (This  procedure  cannot  be  used 
if  the  project  consists  of  replacing  an 
asset,  usually  equipment,  which  would 
otherwise  remain  in  service  (at  high 
cost)  for  only  a  few  more  years.  In 
that  situation,  the  lifetime  of  the  pro¬ 
ject  (the  new  asset)  is  substantially 


longer  than  the  lifetime  of  the  base 
case  (the  old  asset),  so  that  it  is  not 
possible  to  get  a  differential  cash  flow 
in  every  year  of  the  project’s  life.  A 
possible  approach  for  handling  such 
cases  Is  to  determine  the  discount  rate 
which  gives  the  same  average  annual 
cost  per  unit  of  output  for  both  the 
project  and  the  base  case.  Because  it  is 
expected  that  very  few  of  the  applica¬ 
tions  will  involve  such  replacements, 
the  procedure  for  handling  them  will 
not  be  detailed  here  but  will  be  pro¬ 
vided  upon  request.)  The  foregoing 
does  not  apply  to  the  rehabilitation  of 
track  or  similar  replacement  of  compo¬ 
nents  of  cm  asset  which  could  reason¬ 
ably  be  kept  in  service  at  high  cost  for 
at  least  15  years  (or  the  life  of  the  re¬ 
placed  material,  if  shorter).  The  IRR 
on  such  projects  must  be  computed  in 
accordance  with  the  procedures  man¬ 
dated  by  this  subpart.). 

(1)  Step  1:  Determination  of  before¬ 
tax  case  flows.  The  applicant  must  de¬ 
termine,  for  each  year  of  the  project’s 
expected  useful  life,  up  to  a  maximum 
of  15  years  (unless  the  cash  flow  Im¬ 
pacts  of  later  years  would  substantial¬ 
ly  affect  the  IRR).  both  the  project’s 
and  base  case’s  before-tax  cash  flow 
Impacts  (receipts  and  disbiusements). 
The  cash  flow  estimates  must  not  in¬ 
clude  the  effects  of  inflation,  but 
rather  must  be  done  in  constant  dol¬ 
lars.  The  effects  of  financing  must 
also  be  excluded;  that  is  the  cash  flows 
must  be  estimated  as  if  the  required 
cash  were  Immediately  available  at  no 
cost. 

The  various  cash  flow  impacts  for 
this  step  1  must  be  shown  on  Forms  I 
through  V  of  Appendix  B  as  explained 
below.  On  Forms  I  through  V  cash 
flow  impacts  occurring  in  the  first 
year  of  the  project  and  base  case  are 
assigned  to  and  recorded  in  the  time 
period  year  1.  Cash  flows  in  subse¬ 
quent  years  are  all  assigned  to  and  re¬ 
corded  in  the  year  in  which  they  occur 
regardless  of  whether  they  occur  at 
the  beginning  or  end  of  the  year.  For 
purposes  of  assigning  and  recording 
cash  flow  Impacts  of  the  project  and 
base  case,  it  will  be  assumed  that  the 
project’s  starting  date  and  thus  the 
commencement  of  year  1  begins  as  of 
the  first  of  the  January  following  the 
year  in  which  an  application  for  finan¬ 
cial  assistance  is  filed. 

(i)  Capitalized  investments  which 
would  occur  as  a  part  of  the  project 
but  not  in  the  base  case  must  be  en¬ 
tered  In  Column  1  of  Form  I.  The  cap¬ 
italized  investment  includes  capital¬ 
ized  engineering  work,  installation  ex¬ 
penditures  and  other  startup  costs  al¬ 
lowable  in  reporting  to  the  IRS.  The 
total  investment  for  the  project  must 
be  divided  into  portions  which  are  ho¬ 
mogeneous  with  respect  to  depreci¬ 
ation  method  (if  depreciable),  depreci¬ 
ation  period  (if  depreciable),  year  in 
which  the  assets  enter  service,  and 
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whether  the  assets  qualify  for  Invest¬ 
ment  tax  credit.  (If  applicant  has  a 
considerable  tax  credit  carryforward, 
the  tax  credit  must  be  shown  only  in 
the  year  or  years  it  will  result  in  a  re¬ 
duction  of  tax  payments.)  A  separate 
form  should  be  completed  for  each 
such  portion.  Similarly,  a  set  of  Forms 
I  must  be  completed  for  a  capitalized 
investments  which  would  be  made  as 
part  of  the  base  case  but  not  the  pro¬ 
ject. 

(ii)  Sales  of  released  assets  (as  useful 
as.sets  or  as  scrap),  which  would  occur 
as  a  part  of  the  project  or  the  base 
case,  must  be  entered  in  Column  1  of 
Form  II.  As  was  the  case  for  capital¬ 
ized  investments,  there  must  be  a  sep¬ 
arate  Form  II  for  each  portion  of  the 
assets  sold,  such  that  each  portion  is 
hornogeneous  with  respect  to  tax 
treatment  and  year  of  sale.  Form  II 
must  also  be  completed  for  retire¬ 
ments  of  assets,  even  though  the  sale 
price  is  zero,  if  the  retirement  Wiil 
affect  the  applicant’s  income  taxes 
and  thereby  the  applicant's  cash  flow. 
The  sale  or  retirement  of  an  as.st't  at 
the  end  of  the  project’s  life,  if  the 
cash  flow  impact  is  substantial  enough 
to  n>erit  inclusion  in  the  computation, 
must  also  appear  on  one  or  more 
Forms  II.  (If  a  project  would  continue 
an  asset  already  owned  in  its  prior  use 
but  the  base  case  would  put  the  asset 
to  an  alternative  use,  and  if  the  cash 
flow  from  that  alternative  use  is  diffi¬ 
cult  to  determine,  the  applicant  may 
do  the  analysis  as  if  the  asset  were  to 
be  sold  in  the  base  case  at  its  fair 
market  value  when  put  to  the  alterna¬ 
tive  use.  Similarly,  if  the  base  case 
would  continue  an  asset  in  its  present 
use  but  the  project  would  result  in  the 
asset  being  employed  in  an  alternative 
use.  the  anticipated  cash  flow  of 
which  would  be  difficult  to  determine, 
the  asset  in  the  project  may  be  treated 
as  a  sale  at  fair  market  value  in  the 
IRR  computations.  In  either  event, 
the  market  value  of  the  asset  other¬ 
wise  put  to  an  alternative  use  would  be 
entered  in  Column  1  of  a  Form  II  and 
the  asset  in  its  current  use  (in  either 
the  project  or  bsise  case,  as  the  case 
may  be)  w-ould  be  recorded,  as  to  con¬ 
tinuing  depreciation  and  income  tax 
credit,  if  any,  on  Form  I  and,  as  to  ex¬ 
penses  and  contribution  to  profit,  on 
Form  III.  However,  whenever  piossible, 
the  anticipated  cash  flow  of  the  alter¬ 
native  use,  whether  in  the  project  or 
base  case,  should  be  entered  on  Form 
HI  rather  than  treated  as  a  theoretical 
sale  at  fair  market  value.) 

(iii)  Expense  items  or  contributions 
to  profit  which  arise  by  reason  of  the 
project  or  the  base  case  must  be  docu¬ 
mented  on  Form  III  for  the  respective 
case,  with  a  separate  form  being  used 
for  each  item. 

Columns  1  and  2  of  Form  III  must 
be  completed  unless  the  difference  of 
column  3  can  be  ascertained  only 


through  a  direct  computation  (as.  e.g., 
car-day  savings  resulting  from  faster 
movement  over  rehabilitated  track). 
When  practical,  expenses  and  traffic 
are  to  be  expressed  first  in  physical 
units  (Columns  I,  2  and  3)  and  then 
converted  to  dollars  (Column  4).  In  in¬ 
stances  where  this  is  not  practical,  the 
applicant  may  estimate  expenses  and 
contribution  directly  in  dollars  using 
only  Columns  1,  2,  and  4.  In  Columns 
1  and  2,  expense  items  .should  always 
be  enclosed  in  parentheses  because 
they  represent  cash  outflows.  Tlius, 
positive  numbers  in  Columns  3  and  4 
will  indicate  that  the  project  produces 
a  larger  cash  inflow  (or  smaller  cash 
outflow)  than  the  base  case. 

(2)  Step  2:  Determination  of  a.fter-tax 
cash  flows  relating  to  capital  assets. 
The  applicant  must  compute  the 
annual  ca'^h  flews  after  Federal 
income  tax  corresponding  to  each  of 
the  before  tax  flows  recorded  on  each 
Form  I  and  Form  II  in  the  previous 
step.  II  the  .appilcant  expects  to  pay 
taxes  in  some  years  but  not  others,  the 
applicant  will  undoubtedly  carry  for¬ 
ward  (or  back)  the  tax  losses  and  cred¬ 
its  from  years  in  which  no  tax  was 
paid,  so  as  to  take  full  advantage  of 
them.  In  that  ca.se.  the  applicant  mu.st 
estimate  when  such  tax  benefits  will 
actually  be  received,  and  include  them 
in  the  cash  flow  stream  at  the  appro¬ 
priate  time.  The  appropriate  tax  rate 
for  such  computations  is  the  appli¬ 
cant’s  marginal  tAx  rate.  This  is  the 
rate  which  would  apply  to  one  addi¬ 
tional  dollar  of  income  earned  by  the 
applicant.  Normally,  the  marginal  rate 
will  be  43%  for  Federal  taxes  except  in 
years  in  which  the  applicant  does  not 
expect  to  pay  taxes.  The  average  or  ef¬ 
fective  tax  rate  (found  by  dividing  a 
firm’s  actual  tax  payments  by  its  net 
income  before  taxes)  is  not  appropri¬ 
ate  for  this  purpose.  If  the  tax  rate  as¬ 
sumed  is  different  from  48%  or  if  the 
computations  assume  the  applicant 
will  not  pay  taxes  in  certain  years, 
then  those  assumptions  must  be  ex¬ 
plained  in  the  discussion  of  key  as¬ 
sumptions.  The  tax-related  computa¬ 
tions  must  be  shown  on  the  same 
forms  as  were  used  to  record  the  pre¬ 
tax  cash  flows.  Additional  working 
papers  should  be  submitted  as  neces¬ 
sary  to  clarify  the  (x^mpulations.  The 
computations  to  be  done  on  the  two 
forms  are  as  follows: 

(i)  On  each  Form  I,  the  applicant 
must  indicate  In  Column  2  the  depreci¬ 
ation  schedule  which  it  expects  to  ase 
in  reporting  to  the  IKS.  In  Column  3, 
the  applicant  must  indicate  how  much 
its  tax  bill  will  be  reduced  as  a  result 
of  the  depreciation  shown  in  Column 

2.  (If  the  applicant  expects  to  pay 
taxes  every  year.  Column  3  is  simply' 
48%  of  Column  2.)  In  Column  4,  the 
applicant  must  indicate  the  tax  reduc¬ 
tion,  if  any,  it  expects  from  investment 
tax  credit.  (The  effect  of  the  tax 


credit  must  be  computed  using  the 
flow  through  method,  in  which  invest¬ 
ment  credits  are  generally  treated  as 
reductions  in  income  tax  expense  of 
the  year  in  which  the  credits  are  actu¬ 
ally  realized,  rather  than  being  de¬ 
ferred  and  amortized  over  the  produc¬ 
tive  life  of  the  acquired  property). 
Column  5  is  the  net  after-tax  cash 
flow  associated  with  the  investment. 

(ii)  On  each  Fonn  II,  the  applicant 
must  indicate  in  Column  2  the  in¬ 
crease  (or  decrease)  in  its  Federal 
income  tax  payments  resulting  from 
the  difference  betw’cen  the  sale  price 
and  the  book  value  of  assets  to  be  sold 
by  reason  of  the  project  or  base  ca.se. 
If  an  asset  is  released  without  a  sale  or 
a  corresponding  write  down  of  book 
value.  Form  II  is  not  used,  but  Form  I 
is  used  to  reflect  continuing  depreci¬ 
ation  as  before  the  release.  In  Column 

3.  the  applicant  must  record  any  re¬ 
capture  of  investment  tax  credit  by 
the  IRS.  (Such  recapture  can  only 
occur  when  an  asset  is  disposed  of 
before  it  has  been  in  sen'ice  for  seven 
years.)  Finally,  Column  4  records  the 
net  cash  Ilow  in  or  out. 

(3)  Step  3:  Detemiinp.tion  of  aggre¬ 
gate  after-ta.r  cash  flow.  The  applicant 
must  determine  the  project’s  aggre¬ 
gate  after-tax  cash  flow  using  Form 
IV\  This  shall  be  done  as  follows: 

(i)  For  each  year,  the  corresponding 
after-tax  cash  flow  (Column  5)  on  the 
various  Forms  I  on  which  the  “pro¬ 
ject”  box  was  checked  are  summed, 
and  the  total  entered  into  Column  1  of 
Form  IV.  Then  the  net  after-tax  cash 
flows  on  the  base  case  Forms  I  are 
summed  and  entered  into  Column  2  of 
Form  IV. 

(ii)  Similarly,  the  project  and  base 
case  Forms  II  (Column  4)  are  consoli¬ 
dated  and  entered  into  columns  3  and 

4.  respectively,  of  Form  IV. 

(iii)  The  Forms  III  (Column  4)  are 
consolidated  into  Column  5  of  Form 
IV.  The  corre.sponding  cash  flow  after 
Federal  income  tax  is  recorded  in 
Column  6.  If  the  applicant  expects  to 
pay  taxes  every  year,  Column  6  is 
simply  52%  of  Column  5.  If  applicant 
expects  to  pay  no  taxes,  the  two  col¬ 
umns  are  identical.  If  applicant  ex¬ 
pects  to  pay  taxes  in  some  years  but 
not  others,  the  applicant  must  incor¬ 
porate  the  effects  of  carrying  losses 
forward  (or  back)  into  the  estimated 
after-tax  cash  flow. 

(iv)  The  aggregate  net  cash  flow  for 
the  project  relative  to  the  base  case  is 
then  found  and  entered  in  Column  7 
of  Form  IV. 

(4)  Step  4:  Computation  of  the  IRR. 
The  applicant  must  determine  the  dis¬ 
count  rate  for  which  the  present  value 
of  the  differential  cash  flow  stream  is 
zero.  That  is,  the  applicant  must  find 
the  value  of  r  which  makes  the  expres¬ 
sion 


r 


i=l 


Ci 

(l  +  r)‘ 
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equal  to  zero.  In  the  above  expression, 
r  Is  the  discount  rate  applied  to  future 
cash  flows;  i  is  an  index  denoting  a 
particular  year  of  a  project’s  life;  n  is 
the  number  of  years  in  the  project’s 
life;  and  c*  is  the  differential  cash  flow 
in  year  t  Computer  programs  for  cal¬ 
culating  the  rate  of  return  are  widely 
available.  If  a  program  is  utilized, 
copies  of  the  printout  showing  input 
and  output  data,  and  a  brief  explana¬ 
tion  of  the  program  function  must  be 
included  in  the  application.  If  the  ap¬ 
plicant  chooses  not  to  use  such  a  com¬ 
puter  program  to  find  the  IRR,  the 
applicant  may  use  Form  V.  If  the  IRR 
lies  off  the  graph,  it  is  sufficient  to 
report  that  the  IRR  is  negative  or 
above  50%.  If  the  nature  of  the  cash 
flow  stream  is  such  that  a  unique  IRR 
cannot  be  found,  the  work  done  to  de¬ 
velop  the  cash  flow  stream  must  be 
submitted  with  a  note  that  no  IRR 
could  be  computed. 

(c)  Copies  of  all  financial  analyses 
which  the  applicant  did  on  rejected  al¬ 
ternatives  to  the  project,  including 
changes  in  scale  or  scope.  The  appli¬ 
cant  need  not  do  any  such  analyses 
beyond  those  already  done,  nor  need 
the  format,  assumptions,  or  proce¬ 
dures  used  in  those  analyses  be 
changed  to  conform  to  the  require¬ 
ments  of  these  regulations. 

(d)  A  reconcilation  between  the  cash 
flows  used  in  the  IRR  computations 
and  all  forecasted  data  presented  in 
the  application,  both  before  (for  the 
base  case)  and  after  (for  the  project) 
giving  effect  to  Federal  assistance. 
This  reconciliation  must  indicate  what 
inflation  factor  or  factors  were  used  In 
developing  the  forecasted  financial 
statements  as  compared  to  the  con¬ 
stant  dollar  figures  used  in  the  IRR 
computations.  The  reconciliation  must 
also  show  how  each  of  the  individual 
parts  and  subparts  of  the  project  re¬ 
lates  to  the  applicant’s  forecasted  fi¬ 
nancial  statements. 

Appendix  A— Selected  Cash  Plow  Impacts 

Railroad  investments  usually  affect  the 
investor's  cash  flow  by  changing  some  of 
the  following  things: 

Use  of  assets. 

Contribution  from  traffic. 

Labor  requirements. 

Locomotive  requirements. 

Requirements  for  cars,  trailers,  and  con¬ 
tainers. 

Maintenance  material  consumption. 

Energy  consumption. 

Accident  rates  and  severity. 

Expenditures  needed  to  meet  legal  re¬ 
quirements. 

Salvage  value. 

Installation  and  start  up  expenses. 

While  this  list  is  not  exhaustive  it  does  iden¬ 
tify  the  most  common  cash  flow  impacts. 

Some  of  the  items  listed,  such  as  start  up 
expenses,  are  almost  always  costs  of  pro¬ 
jects  or  base  cases,  rather  than  benefits. 
Others,  such  as  salvage  value,  are  usually 
benefits.  Most  of  the  items,  however,  may 
be  either  project  or  base  case  benefits  or 
costs,  depending  on  the  particular  situation. 


RULES  AND  REGULATIONS 

This  appendix  briefly  discusses  each  of 
the  eleven  factors  listed  above.  The  discus¬ 
sions  Include  four  parts:  a  list  of  the  kinds 
of  actions  which  often  involve  the  particular 
cash  flow  impact  in  question;  the  physical 
units  in  which  the  impact  is  generally  mea¬ 
sured:  suggestions  for  converting  the  phys¬ 
ical  units  to  their  monetary  equivalent;  and 
notes  on  special  characteristics  or  problems 
associated  with  the  particular  cash  flow 
impact. 

USE  OF  ASSETS 

Characteristic  Actions:  Aasets  are  often 
released  for  sale  or  altenative  uses  when 
they  are  replaced  or  made  unnecessary  by 
new  assets.  Examples  are  pole  line  materials 
released  when  microwave  is  installed;  shop 
equipment  released  when  similar  new'  equip¬ 
ment  is  acquired;  rail  replaced  by  rail  in 
better  condition;  and  land  and  track  materi¬ 
als  released  when  yards,  shops,  and  termi¬ 
nals  are  made  unnecessary  by  new  facilities 
elsewhere.  Some  other  types  of  actions, 
such  as  line  changes  and  the  iiLstallation  of 
centralized  traffic  control,  often  permit 
some  track  segments  to  be  abandoned, 
thereby  releasing  tr8u;k  material  for  sale  or 
other  uses. 

On  the  other  hand,  some  actions  involve 
the  use  of  assets  already  owned,  thereby 
prohibiting  their  sale  or  use  for  other  pur¬ 
poses.  Examples  are  car  modifications  and 
projects  involving  land  and  buildings  al¬ 
ready  owned. 

Physical  Units:  Feet  (or  miles)  of  rail, 
number  of  ties,  acres  of  land,  etc. 

Monetary  Value:  The  value  of  an  as.set  re- 
lea.sed  by  an  action  depends  on  what  will  be 
done  w’ith  it.  The  value  of  an  asset  occupied 
by  an  action,  on  the  other  hand,  depends  on 
what  would  have  been  done  w'ith  it  in  the 
absence  of  the  action.  Regardless  of  wheth¬ 
er  it  is  the  action  or  its  alternative  which 
makes  the  material  available,  one  must  first 
csu-efully  specify  what  is  assumed  to  happen 
to  the  asset  both  with  and  without  the 
action,  and  identify  the  factors  which 
change  the  cash  flow  stream.  Depending  on 
the  particular  circumstances,  any  of  the  fol¬ 
lowing  might  be  involved:  payment  received 
from  selling  the  asset;  a  multi-year  stream 
of  income  produced  by  the  asset  in  some 
use;  tax  paid  on  the  sale  of  the  asset;  expen¬ 
diture  for  dismantling  and/or  moving  the 
asset;  recapture  by  the  IRS  of  investment 
tax  credit  taken  when  the  asset  was  pur¬ 
chased  (if  it  had  been  in  use  for  less  th^in 
seven  years).  Also,  if  the  ow'ner  of  the  asset 
sells  or  retires  it,  he  would  lose  the  tax  re¬ 
ductions  he  is  receiving  from  depreciating 
the  asset.  It  is  the  use  of  the  released  asset 
which  values  it.  Thus,  a  released  asset  such 
as  rail  which,  by  cascading,  results  in  the 
subsequent  release  of  less  valuable  rail, 
must  be  valued  in  its  use  and  not  as  the 
value  of  subsequently  released  assets. 

In  cases  in  which  the  asset  is  transferred 
to  another  use  which  produces  Income  over 
several  years,  the  effect  of  releasing  the 
asset  extends  over  several  years,  and  must 
be  expressed  as  a  series  of  annual  cash 
flows,  rather  than  a  lump  sum. 

Special  Features:  A  common  error  in  pro¬ 
ject  evaluations  is  to  value  a  used  asset  at 
its  book  vaiue  (i.e..  purchase  price  less  accu¬ 
mulated  depreciation).  The  book  value  may 
be  far  from  the  value  of  the  asset  on  the 
open  market,  especially  in  the  case  of  rail 
released  by  track  abandonments  and  land 
released  by  the  abandonment  of  facilities  in 
urban  areas.  The  only  way  the  book  value  of 
retired  assets  enters  into  the  cash  flow 
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stream  is  in  determining  the  tax  paid  on  the 
sale  of  the  asset  (or  the  tax  saving  if  the 
asset  Is  discarded  or  sold  for  less  than  its 
book  value). 

In  calculating  the  tax  paid  on  the  sale  of  a 
released  asset,  the  ordinary  tax  rate  (48%) 
should  be  used,  except  when  the  capital 
gains  rate  applies. 

It  is  sometimes  difficult  or  impossible  to 
estimate  the  contribution  to  profit  which  a 
particular  asset,  such  as  second  hand  rail, 
will  produce  in  an  alternative  use.  In  such 
cases,  it  is  better  to  do  the  financial  analysis 
on  the  assumption  that  the  asset  in  ques¬ 
tion  would  be  sold  at  its  fair  market  value 
(even  though  it  would  in  fact  be  put  to  an 
alternative  use),  rather  than  leaving  the 
asset  out  of  the  computations  entirely. 

CONTHIBUTION  FROM  TRAFFIC 

Characteristic  Actions:  Actions  which 
affect  the  availability  and  attractiveness  of 
the  railroad  to  shippers.  The  action  may  in¬ 
volve  giving  the  shipper  better  access  to  the 
railroad  (track  extensions  and  terminal  im¬ 
provements)  or  better  service.  Line  consoli¬ 
dations,  on  the  other  hand,  may  involve 
abandonments  which  deprive  some  shippers 
of  service,  or  may  result  in  such  degrada¬ 
tions  in  service  quality  that  some  shippers 
switch  to  other  carriers.  Faster  service  can 
result  from  more  power  or  improvements  in 
track,  yards,  terminals,  signals,  and  commu¬ 
nication.  Another  component  of  -service 
quality,  reduced  loss  and  damage  to  lading 
can  be  occasionally  improved  by  eliminating 
accidents  (wayside  warning  devices),  using 
specialized  cars,  and  making  improvements 
to  yard  and  terminal  facilities.  Service  qual¬ 
ity  can  also  be  enhanced  by  purchases  of  ad¬ 
ditional  freight  cars  and  trailers,  so  as  to 
reduce  the  likelihood  of  car  shortages.  An¬ 
other  aspect  of  service  quality  is  reliability, 
which  may  be  affected  by  improvements  in 
yards,  terminals,  and  communications,  as 
well  as  the  elimination  of  accidents.  Still  an¬ 
other  component  of  service  quality  is  the 
cost  to  the  shipper  of  packing  and  loading, 
which  may  be  affected  by  investments  in 
speciaiized  cars  and  terminal  facilities. 

Physical  Units:  Car-loads. 

Monetary  Value:  The  contribution  to 
profit  is  found  by  subtracting  the  variable 
cost  of  moving  the  traffic  from  the  associat¬ 
ed  revenue.  The  variable  cost  is  best  esti¬ 
mated  by  a  careful  study  of  the  operations 
and  costs  of  the  particular  movements  in¬ 
volved. 

Such  a  study  is  not  practical  for  certain 
traffic.  In  these  cases  the  best  alternative 
may  be  to  estimate  the  variable  cost  using 
system  averges,  as  is  done  in  the  Interstate 
Commerce  Commission’s  Rail  Form  A,  Car¬ 
load  Cost  Scales,  and  Rail  Revenue  Contri¬ 
bution  studies.  Where  appropriate,  such 
system  average  costs  should  be  adjusted  to 
exclude  costs  not  involved  in  the  particular 
movement,  and  to  reflect  the  current,  not 
the  historical,  costs  of  assets  to  be  pur¬ 
chased  in  the  future. 

Special  Features:  The  contribution  from 
new  traffic  resulting  from  an  improvement 
Is  extremely  Important,  but  it  is  also  one  of 
the  most  difficult  of  all  project  benefits  to 
estimate.  One  major  problem  is  estimating 
the  volume  of  traffic  likely  to  result  from  a 
particular  improvement,  especially  if  the 
improvement  affects  service  quality.  A 
second  serious  problem  is  estimating  the 
variable  cost  of  particular  movements. 
(These  estimates  may  be  facilitated  by  a  six- 
part  FRA  cost  study  currently  in  progress.) 
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RULES  AND  REGULATIONS 


LABOR  REQUIROOSn'S 

Characteristic  Actioru:  Labor  require¬ 
ments  are  often  reduced  by  automation,  fa¬ 
cility  consolidation,  faster  train  running 
times,  reductions  in  svitch  engine  require¬ 
ments,  better  communications  for  oper¬ 
ations.  and  reductions  in  maintenance 
needs.  On  the  other  hand,  actions  involving 
new  or  expanded  yards,  terminals,  or  shop 
facilities  xnay  increase  manpower  require¬ 
ments. 

Physical  Units:  Man-hours,  number  of  em¬ 
ployees. 

Monetary  Value:  The  value  of  labor  de¬ 
pends  on  the  particular  situation.  If  the 
action  results  In  a  change  in  the  number  of 
employees  or  in  overtime  hours,  the  wages 
and  fringe  benefits  avociated  with  that 
change  directly  affect  the  railroad’s  cash 
flow.  If  an  action  changes  or  eliminates 
work  for  employees  without  changing  Jobs 
or  overtime,  the  change  will  affect  the  rail¬ 
road's  cash  flow  if  either: 

The  man-hours  released  or  occupied  by 
the  change  can  be  used  on  other  profitable 
tasks  which  would  otherwise  not  be  done,  or 
which  would  be  accomplished  by  paying 
overtime  or  hiring  more  people;  or 

The  action  can  be  combined  with  one  or 
more  other  actions,  each  of  which  saves  or 
requires  a  fraction  of  an  employee,  so  that 
the  set  of  actions  results  in  a  change  in  the 
size  of  the  work  force. 

In  either  case,  the  value  of  the  man-hours 
released  or  consumed  is  the  cost  of  the  asso¬ 
ciated  wages  and  fringe  benefits.  On  the 
other  hand,  if  the  result  of  the  action  is 
simply  to  give  existing  employees  more  (or 
less)  free  time  on  the  job,  no  cash  impacts 
can  be  attributed  to  the  change  in  the 
amount  of  work. 

Special  Features:  There  are  several  differ¬ 
ent  kinds  of  labor  which  a  project  might 
affect:  road  crews,  yard  crews,  maintenance- 
of-way,  shop,  inspe^ion,  clerical,  and  other. 

Determining  the  wages  and  fringe  benefits 
associated  with  a  particular  man-hour  is 
often  not  straightforward  because  of  rules 
governing  employee  compensation.  The  pay¬ 
ment  of  some  train  crews  on  a  mileage 
rather  than  a  time  basis  is  an  example. 

Wage  and  fringe  benefit  savings  resulting 
from  the  elimination  of  Jobs  may  be  at  lea.st 
partially  offset  by  costs  incurred  as  a  result 
of  labor  protection  agreements.  Depending 
on  the  situation,  these  costs  may  be  lump¬ 
sum  or  recurring.  Determination  of  employ¬ 
ee  protection  costs  is  complicated  by  tlve 
fact  that  the  individual  who  holds  a  position 
which  is  to  be  eliminated  may  not  be  the 
person  who  is  actually  laid  off  as  a  result  of 
the  elimination.  Rather,  the  person  whose 
Job  is  act)ially  eliminate  may  displace  a 
person  with  less  seniority  holding  a  similar 
Job.  That  person  may.  in  turn,  displace  an¬ 
other  employee  and  so  on. 

LOCOUOTIVE  REQUIREMENTS 

Characteristic  Actions:  Actions  reducing 
train  running  time  (track  upgrading,  line 
changes,  signal  system  improvements,  etc.), 
or  which  permit  moving  the  same  traffic 
with  fewer  trains  (yard  coivsolidations)  or 
with  fewer  terminal  delays  (yard  and  termi¬ 
nal  improvements)  can  all  reduce  the 
number  of  road  engines  needed.  The 
number  of  sw  itch  engines  needed  can  be  re¬ 
duced  by  some  types  of  yard  and  terminal 
improvements,  such  as  yard  consolidations, 
track  changes,  and  the  installation  of  weigh- 
in-motion  scales.  Actions  which  lead  to  in¬ 
creased  traffic,  such  as  track  extensions, 
may  increase  the  need  for  both  types  of  lo¬ 
comotives. 


Physical  Units:  Locomotive-years  (or  loco¬ 
motive-hours  or  locomotive-days).  Note  that 
one  does  not  have  to  save  365  locomotive- 
days  to  save  a  locomotive-year,  since  loco¬ 
motives  are  not  available  for  service  365 
days  per  yc^  because  of  maintensmce  w’ork. 
If  a  railroad’s  locomotives  were  avrailable  for 
service  78%  of  the  time,  applicant  would 
only  have  to  save  285  locomotive-days  to 
save  a  locomotive-year. 

Monetary  Value:  One  way  to  estimate  the 
value  of  a  locomotive-year  is  the  following 
four -step  process: 

1.  Estimate  the  after-tax  cash  flow  stream 
resulting  from  owning  a  locomotive.  The 
components  of  this  stream  would  be:  the  in¬ 
vestment  expenditure;  investment  tax 
credit;  tax  savings  from  depreciation; 
normal  maintenance;  overhauls;  and  salvage 
value.  'The  cash  flow  stream  must  be  in  con¬ 
stant  dollars  of  the  same  base  year  as  would 
be  used  in  the  rest  of  the  IRR  computation. 

2.  Calculate  the  net  present  value  of  the 
cash  flow  stream,  using  the  yield  on  180-day 
United  States  treasury  bills  as  the  discount 
rate. 

3.  Find  a  stream  of  equal  annual  outlays 
which  produces  the  same  net  present  value 
as  was  found  in  Step  2.  The  anual  outlay 
may  be  found  by  multiplying  the  net  pre¬ 
sent  value  by 

where  r  is  the  yield  in  Step  2,  and  n  is  the 
number  of  equal  annual  outlays. 

4.  Find  the  pre-tax  equivalent  of  the  after¬ 
tax  annual  payment  found  in  Step  3,  by  di¬ 
viding  the  after-tax  figure  by  one  minus  the 
railroad’s  marginal  tax  rate.  This  is  the  pre¬ 
tax  value  of  a  locomotive  year,  expressed  in 
dollars  of  the  base  year  chosen  in  Step  1. 

The  procedures  set  forth  above  for  v'alu- 
Ing  estimated  savings  or  costs  from  locomo¬ 
tive  requirements  on  a  locomotive-year  basis 
may  be  used  only  where  it  is  not  practical  to 
associate  particular  future  locomotive  pur¬ 
chases  with  the  project.  Where  practical, 
changes  in  locomotive  requirements  (except 
for  locomotives  belonging  to  other  rail¬ 
roads)  must  be  treated  as  capital  invest¬ 
ments  that  would  have  to  be  made  in  the 
base  case  but  not  in  the  project  or  vice 
versa,  with  due  recognition  given  to  those 
fixed  charges  associated  with  ownership  of 
locomotives  that  would  be  incurred  if  such 
locomotives  were  purchased.  This  also  ap¬ 
plies  to  Requirements  for  Cars,  Trailers, 
and  Containers,  which  follows. 

Increased  locomotive  productivity  is  some¬ 
what  analogous  to  increased  labor  produc¬ 
tivity  (see  Labor  Requirements)  in  that  it 
may  not  always  lead  to  significant  cash  sav¬ 
ings.  This  is  especially  true  with  switch  en¬ 
gines,  since  a  decrease  in  car  movements 
may  not  reduce  the  number  of  engines  re¬ 
quired  if  the  number  of  locations  which  the 
switch  fleet  must  serve  does  not  also 
change.  On  the  other  hand,  reducing  the 
number  of  locations  covered  (by  consoiidat- 
ing  yards,  for  example)  may  deCTease  switch 
engine  requirements.  As  in  the  case  of  in¬ 
creased  labor  productivity,  increased  loco¬ 
motive  productivity  affects  a  railroad’s  cash 
flow  only  if  a  locomotive  can  be  sold  (or  a 
purchase  avoided)  or  if  the  locomotive  is 
able  to  do  other  profitable  work  which 
would  not  be  done  otherwise. 

Special  Features:  The  locomotive  values 
computed  using  the  procedure  above  include 


maintenance  and  overhaul  expense,  but  not 
fuel  or  other  labor  expense.  Therefore  any 
concomitant  change  in  fuel  or  labor  (except 
maintenance)  should  be  estimated  separate¬ 
ly.  Care  should  be  taken  to  exclude  clianges 
in  locomotive  maintenance  costs  from  any 
other  estimates  of  charges  in  maintenance 
costs  resulting  from  the  investment  project. 

REQUIREKEirrS  FOR  CARS,  TRAILERS,  AND 
CONTAINERS 

Characteristic  Actions:  Actions  which 
change  train  running  time  (such  as  track 
upgrading,  purchase  of  additional  power, 
line  changes  and  signal  improvements);  ac¬ 
tions  which  change  the  time  <»r8  spend  in 
yards,  or  permit  bypassing  yards  altogether 
(yard  improvements  and  improved  commu¬ 
nication  systems);  actions  which  change  the 
time  cars  are  out  of  service  for  maintenance 
(shop  facilities,  car  modifications,  track  up¬ 
grading);  and  actions  which  affect  the  turn¬ 
around  time  for  cars  in  terminals. 

Physical  Units:  Car-days. 

Monetary  Valxte:  The  procedure  for  find¬ 
ing  the  value  of  a  loccHnotive-year  or  day  is 
equally  applicable  to  cars.  (S^  Locomotive 
Retirements ). 

Another  acceptable  approach  is  to  use  per 
diem  costs  (including  Incentive  per  diem) 
since  those  charges  approximate  the  cost  of 
ownership.  Although  incentive  per  diem  is 
In  addition  to  car  ownership  costs,  its  inclu¬ 
sion  in  the  car-day  value  is  Justified  because 
it  reflects,  to  some  degree,  the  fact  that  a 
railroad  sometimes  loses  business  during 
short  peaks  in  demand,  because  it  is  not  im¬ 
mediately  able  to  buy  or  hire  the  cars  neces¬ 
sary  to  take  adv^tage  of  a  particular  busi¬ 
ness  opportunity. 

Over  the  long  run,  however,  a  railroad 
need  not  continually  lose  tiwffic,  so  long  as 
it  is  willing  to  incur  the  cost  of  owning  a 
sufficient  number  of  cars.  Therefore,  it  is 
not  appropriate  to  use  the  investing  rail¬ 
road’s  average  contribution  per  car-day  to 
value  improved  car  utilization  in  IRR  calcu¬ 
lations.  Given  that  per  diem  is  a  satisfactory 
approximation  to  the  cost  of  car  ownership, 
there  is  no  need  to  distinguish  between  for¬ 
eign  car-days  saved  and  investor  car-days 
saved  by  an  action. 

Special  features:  The  valuation  of  im¬ 
proved  car  utilization  Ls  complicated  by  the 
fact  that  some  projects,  such  as  improve¬ 
ments  in  clas.<;ific.ation  yards,  may  affect  the 
entire  car  fleet,  while  other  projects  may 
affect  only  certain  kinds  of  cars.  For  exam¬ 
ple,  it  may  be  that  all  the  cars  affected  by  a 
particular  terminal  improvement  are  refrig¬ 
erator  cars.  The  car-day  value  to  be  used  is 
therefore  not  nece.ssarily  the  same  in  all 
projects.  Rather,  it  depends  on  the  type  of 
cars  involved. 

MAINTENANCE  MATERIAL  CONSUMPTION 

Characteristic  Actions:  Since  nearly  all 
assets  require  maintenance,  almost  any 
action  involving  the  acquisition  of  new 
assets  will  lead  to  expenditures  for  mainte¬ 
nance  materials.  On  the  other  hand,  actions 
which  Involve  taking  assets  out  of  service, 
such  as  replacements,  eliminate  the  need  to 
maintain  the  retired  assets.  Improving  track 
conditions  may  decrease  equipment  mainte¬ 
nance,  while  decreasing  traffic  volumes  may 
decrease  track  maintenan(;e  needs. 

Primary  Units:  List  of  materials  involved 
(and  quantities). 

Monetary  value:  The  value  of  mainte¬ 
nance  materials  is  the  price  of  those  materi¬ 
als  (plus  freight  in  and  labor  added,  if  any). 
Where  a  direct  relationship  exists  between 
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maintenance  labor  and  materials,  it  may  be 
more  convenient  to  first  estimate  man¬ 
hours  and  then  compute  material  costs  in 
proportion  to  the  man  hours. 

Special  Features:  The  material  costs  (or 
savings)  associated  with  changes  in  mainte¬ 
nance  may  include  work  equipment,  as  well 
as  the  materials  consumed  during  mainte¬ 
nance. 

Usually  the  best  basis  for  predicting  main¬ 
tenance  costs  is  the  maintenance  history  of 
similar  assests  in  similar  service.  Manufac¬ 
turers  can  also  sometimes  pro\ide  projec¬ 
tions  of  maintenance  expen.se.  To  the  exte  nt 
practical,  care  should  be  taken  to  specifical¬ 
ly  reflect  cyclical  maintenance  (overhauls) 
by  assigning  the  maintenance  cost  (or  sav¬ 
ings)  to  the  years  in  which  they  will  actual¬ 
ly  occur,  rather  than  normalising,  or 
smoothing  out,  the  cash  flow  stream. 

Assets  which  permit  maintenance  savings 
often  Involve  maintenance  costs  which  par¬ 
tially  offset  those  savings. 


ENERGY  CONSUMPTION 

Characteristic  Actions:  Actions  changing 
locomotive  activity  or  locomotive  efficiency. 
Line  changes  and  locomotive  replacements 
may  reduce  fuel  consumption  by  road  en¬ 
gines.  Improvements  in  yards  and  terminals, 
as  weU  as  locomotive  replacements,  may 
reduce  the  fuel  consumed  by  switch  engine.s. 
Improvements  in  buildings  and  structures 
can  cut  heating  costs. 

Physical  Units:  Gallons,  kilowatt-hours, 
etc. 

Monetary  Value:  Pound  by  multiplying 
the  fuel  or  electricity  by  the  current  price 
per  unit. 

Special  Features:  Road  engine  energy  con¬ 
sumption  generally  varies  with  gross  ton- 
miles  and  speed.  Yard  engines  are  frequent¬ 
ly  idling,  consuming  energy,  even  when  not 
in  use.  Thus,  energy  consumption  may  vary 
with  the  number  of  switch  engine  crew 
shifts  rather  than  the  amount  of  work  done. 
Care  should  be  taken  not  to  count  changes 


in  locomotive  energy  consumption  twice, 
once  as  a  change  in  locomotive  require¬ 
ments  and  once  as  a  change  in  energy  con¬ 
sumption. 

ACCIDENT  RATES  AND  SEVERITY 

Characteristic  Actions:  Accidents  may  be 
reduced  by  wayside  warning  detectors  (hot 
box  detectors,  grade  crossing  protection, 
dragging  equipment  detectors,  etc.),  lading 
protection  devices,  some  specially  equipped 
cars,  some  yard  and  terminal  improvements, 
and  track  upgrading. 

Physical  Units:  Accidents  (of  several  dif¬ 
ferent  types)  per  year. 

Monetary  Value:  Only  the  monetary  cost 
likely  to  be  borne  by  the  railroad  would  be 
relevant  to  the  IRR  computation.  This 
would  include  damage  to  equipment,  road¬ 
way  and  lading,  and  the  cost  of  wreckage  re¬ 
moval  as  well  as  injury  to  people.  The  ex¬ 
pected  cost  of  an  accident  varies  drastically, 
depending  on  the  particular  situaiion. 

Special  Features:  Accidents  delay  trains 
and  ya^'d  and  t>  rminal  operations.  Thus,  ac¬ 
tions  which  reduce  accidents  may  also  im¬ 
prove  car  and  locomotive  productivity.  Care 
should  be  exercised  that  such  benefits  are 
counted  only  once. 


EXPENDITURES  NEEDED  TO  MEET  LEGAL 
REQUIREMENTS 

Characteristic  Actions:  Actions  permitting 
abandonment  of  old  facilities  or  equipment 
may  reduce  the  need  for  such  expenditures. 
New  facilities  may  make  some  such  expendi¬ 
tures  nece.ssary. 

Physical  Units:  List  of  actions,  such  as 
grade  crossing  protection,  water  treatment 
facilities,  or  the  installation  of  retention  toi¬ 
lets.  which  would  be  required  to  bring  the 
facilities  or  equipment  in  question  up  to 
legal  standards. 

Monetary  Value:  The  total  cost  of  the  im¬ 
provements  Including  engineering  (except 
engineering  work  already  done),  capital  ex¬ 


penditure,  maintenance,  and  operation. 
These  expenditures  should  be  offset  by  the 
appropriate  tax  reductions  (resulting  from 
depreciation  and  investment  tax  credit) 
which  would  result  from  those  improve¬ 
ments. 

SALVAGE  VALUE 

Characteristic  Actions:  Acquisition  of  new 
assets  or  disposal  of  existing  assets. 

Physical  Units:  List  of  the  particular 
assets  Involved  (such  as  tamping  machine, 
500  of  112#  rail,  etc.) 

Monetary  Value:  The  cash  flow  resulting 
from  disposing  of  the  assets  or  using  them 
elsewhere.  (See  Use  of  Assets). 

Special  Features:  The  salvage  value  of 
most  assets  declines  as  the  asset  ages.  The 
value  of  land  often  remains  roughly  con¬ 
stant.  as  does  the  value  of  materials  in  well 
maintained  track.  The  salvage  value  of 
assets  which  cannot  be  used  for  other  pur- 
pMcs,  such  as  a  culvert,  is  zero. 

When  salvage  values  are  small  relative  to 
other  benefits  and  co.sts,  and  when  they  are 
heavily  discounted  (because  they  occur  far 
in  the  future),  their  impact  on  the  fRR  is 
likely  to  be  negligible.  In  such  cases,  the  sal¬ 
vage  value  can  be  safely  ignored. 

INSTALLATION  AND  START-UP  EXPENSES 

Characteristic  Actions:  Mast  fixed  facili¬ 
ties. 

Physical  Units:  Man-hours,  list  of  materi¬ 
als  required. 

Monetary  Value:  As  noted  in  the  disLus- 
sion  of  labor  requirements  the  value  of  the 
labor  depends  on  the  particular  situation. 
The  value  of  the  materials  would  normally 
be  their  market  price. 

Special  Features:  Often  all  or  part  of  the 
expenditures  needed  to  get  a  new  asset  in 
place  and  operating  is  capitalized.  In  such  a 
case,  the  capitalized  portion  of  the  expendi¬ 
ture  should  be  included  as  part  of  the  in¬ 
vestment  cost,  but  not  counted  again  as  a 
start-up  expense. 
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Date; 


Sheet  No. _ _  ^ 


FORM  V 

COMPUTATION  OF  IKE 
(CONSTANT  I>OLLARS) 

PRESENT  VALUE 


ftL  10% 


25% 


(1) 

CASH 

(5) 

(») 

<4) 

YEAR 

FLOW 

FACTOR 

VALUE 

FACTOR  VAl.UE 

FACTOR 

VALUE 

1 

.006 

800 

<714 

2 

i826 

640 

i510 

3 

j751 

512 

<864 

4 

itS3 

410 

<260 

5 

iC21 

<828 

<186 

6 

<564 

<262 

«  133 

7 

•  613 

i210 

<095 

8 

<467  t168 

<068 

• 

<424  <134 

«048 

10 

1 386  < 107 

<035 

11 

<850 

D8G 

<025 

12 

<810 

069 

«018 

13 

<200 

055 

<013 

14 

<263 

044 

<009 

15  - 

-  <239  - - 

035  - 

-  fOGG 

TOTAL 


INTERPOIATION  CHART 


PRESENT  VALUE  OF  CASH  FLOW  STREAM 

IRP  = 

INSTRUCfiONS’:’ 

1.  C-olumn  1  b  brought  from  Form,r\',  column  7. 

2.  Columns  2,  3,  oud  4  ajc  found  by  muUiplying  column  1  each  time  by  the  indicftlod  factor. 

3.  Plot  totals  of  columns  I,  2,  3,  and  4  against  dbeountYate  used  (0%,  10%,  25%,  and  40%  respectively). 
“Ap^icanl  roust  indicate  scale  on  horizontal  axis  of  chart  and  connect  the  points  in  a  column  (1-4)  sequence. 

4.  iKK  is  the  di>count  rate  corre^pouding  to  the  point  at  width  the  grapldcal  presentation  intersects  the 
zero  present  value  ordinate. 
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